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RAW MATERIALS CRISIS 


ANCELLATION of the Higgins 

shipbuilding contract, because of a 
shortage of raw materials, spotlights a 
new phase of the war economy. Up until 
this time, we have been concerned pri- 
marily with the creation of new manu- 
facturing capacity and conversion of old 
plants for tooling of war material. The 
Higgins cancellation is cited as especial- 
ly serious in light of the critical ship- 
ping problem now facing us. The cur- 
rent shortages are partly due to an un- 
derestimation of the speed with which 
industry would swing into war produc- 
tion; a sort of left-handed compliment 
to the organizing genius of American 
industry, whose performance on the pro- 
duction front has been superb. How- 
ever, the speed alone of this development 
does not account for the problems which 
have now arisen. These must be attri- 
buted in part to lack of coordination in 
planning at the top and the conflicts re- 
ported between the Services and the War 
Production Board. 


The Office of War Information recently 
provided a succinct statement of this 
when they reported that “now we have 
more factories than, at the moment, we 
can use... too many for the amount of 
raw materials at present available.” An- 
other contributing factor is the hoarding 
of materials by the Services. This may 
be illustrated by the accumulation of 
critical materials to be used in ships to 
be completed several years hence, while 
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the same materials are urgently needed 
for the production of other war mater- 
ials now. In addition, the priority sys- 
tem which has recently been reorganized © 
was not too effective in getting materials 
to the right places when needed. One 
W.P.B. official has estimated that 10 to 
25% of the materials have not been di- 
rected to the right places at the right 
times. Finally, the difficulties reflect the 
vast size of our plant, and the variety of 
instruments required in modern warfare. 


What must be done now to correct this 
situation? First, we need a master plan 
of military needs based upon the stra- 
tegy to be followed on the battle field. 
The use of essential materials for un- 
necessary decorations and equipment 
which is not functionally necessary, 
must be eliminated on all military equip- 
ment. 

Non-essential production will have to 
be cut ruthlessly, and every pound of 
important materials allocated directly to 
the key plants. Intensified effort is 
needed to collect scrap from unused rail- 
ings to iron dogs and name plates. Ad- 
ditional subsidies must be paid to stim- 
ulate production in cases where costs 
are above the competitive level at pres- 
ent prices, and still higher subsidies must 
be paid where they are now being used 
to bring in more marginal primary pro- 
ducers. Also, the shift of labor away 
from mining areas must be reversed. 
Free rein must be given to men like 
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Kaiser who don’t know the meaning of 
“can’t be done.” Industry itself could 
show more initiative and produce more 
finished goods if the fear or actuality of 
design change were offset by a policy of 
purchase at cost, in appropriate cases. 
Unessential imports must be eliminated 
and the shipping space used for raw ma- 
terials. New plants requiring critical 
materials would not be logical in any 
case where conversion is at all possible. 
All of these changes would be facilitated 
if Congress adopted a fiscal policy that 
recognized the realities of war instead 
of anticipating an election. 

The War Production Board requires 
full authority over both inventory and 
new production. We must stop bickering 
and playing politics with the raw mater- 
ials programs, as illustrated by activities 
in connection with synthetic rubber and 
silver. Where civilian production can- 


not be eliminated, further recourse must 
‘be had to victory or “war-lined” models 
which use a minimum of materials. If 
such a program is not adopted whole- 
heartedly, repetition of recent curtail- 
ments is to be expected, with greater in- 


tensity. 


SALES TAX OR INFLATION — On 
the basis of the tax bill passed by the 
House, total revenues this fiscal year 
are estimated at about $24 billion, as 
compared with expenditures of more 
than $75 billion. About half of this 
deficit of more than $50 billion may be 
financed by sales of bonds to individ- 
uals, trust funds, institutions, etc., 
while the remainder will have to be 
obtained by borrowing from the com- 
mercial banks and Federal Reserve 
banks. The expansion of purchasing 
power attending such gigantic sales of 
bonds to the banks will create an infla- 
tionary pressure which may be irresist- 
able. Two measures to reduce reliance 
upon bank borrowing are: still more 
taxes, and forced savings or a “mini- 
mum savings requirement,” to borrow 
the Canadian term. Although projected 
taxes will yield by far the largest 
amount of revenue ever collected in one 
year by the Treasury, it is not high 
enough, covering less than one-third of 
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our expenditures as compared with 53% 
under the new Canadian budget. The 
same proportion collected here would 
require another $16 billion above even 
the projected total. Claims of certain 
labor leaders notwithstanding, these 
new taxes cannot be collected from cor- 
porations and those with large incomes 
—nor can this revenue be completely 
obtained through income taxes without 
needless hardship and injustice. One 
recent estimate showed that if single 
men paid all earnings in excess of $800 
and married men all in excess of $2000 
(less $400 for each dependent) the total 
increase in the tax yield would be only 
$13 billion. And that is a degree of 
leveling of net incomes which even the 
most ardent equalitarians have not yet 
suggested. 

We must reorient our thinking of fis- 
cal matters to a tax on private spending 
since that is what must be curtailed. 
The English have fully recognized this 
basic truth in their 1942-1943 fiscal pro- 
gram. Their already high income taxes 
remained unchanged, but various spend- 
ing taxes were sharply increased: the 
purchase tax on products such as 
clocks, household furnishings,  suit- 
cases, etc. has been increased to 66 2/3% 
of the wholesale price or about 50% of 
the retail price. Taxes on other products 
not classified as luxuries are about 12% 
at the retail level, while various miscel- 
laneous excise taxes are at record levels. 

An effective tax program in this coun- 
try requires a tax on spending, too. Very 
high excise taxes on all luxury products 
and a general sales tax must be imposed. 
But taxes of 2 or 3% will yield only 
small amounts of revenue and will not be 
much of a deterrent to consumer spend- 
ing; we must start thinking in terms of 
a 10% sales tax and before we are 
through, even a higher rate. This is a 
terrific burden to impose, especially on 
the low income groups, but the burden 
is no greater than that which is created 
when prices rise 10%. And the alterna- 
tive is a price rise of much more than 
10%, because if the necessary diversion 
of purchasing power is not effected, the 
general price ceiling, which has already 
shown some cracks, will break wide 
apart. This tax should apply to all pro- 
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ducts, foods and non-foods. If food 
products are exempt, then the remaining 
products must be taxed still more, pos- 
sibly 20 or 25%. If foods are taxed, 
then the proposal to give everyone sev- 
eral hundred dollars of pre-paid tax 
stamps would have a great deal of merit 
as a means of easing the burden on low 
income groups. These could be confined 
to food purchases, if necessary. Such a 
heavy sales tax would be equivalent to 
a price rise with the increase going to 
the government, instead of to producers 
and distributors. Moreover, the sharp 
increase in living costs resulting from 
such a tax must not be the basis for in- 
creasing wages, since one purpose is to 
cut living standards—an unavoidable ac- 
companiment of a total war economy 
regardless of how we try to hide it by 
increasing people’s money incomes. Soon- 
er or later we will be forced to adopt 
such a tax program and the sooner it 
takes place the less danger of all-out 
inflation. 


SUBSIDIES AND PRICE CEILING— 


More than three months have elapsed 
since the general maximum price ceiling 
was imposed and still only minor mea- 
sures have been taken to give it effective- 
ness. One measure urgently needed still 
waits for Congressional approval: the 
power to pay subsidies to alleviate hard- 
ship, cases which otherwise would neces- 
sitate a puncturing of the ceiling. Al- 
ready, the lack of provision for such pay- 
ments has necessitated a substantial up- 
ward revision in the maximum retail 
prices of canned foods and a few other 
products. When the general ceiling was 
imposed (wisely or unwisely) the choice 
was between a rigid ceiling (Canadian 
type) and a flexible one (German type). 
Under the flexible ceiling, controlled price 
increases are permitted where necessary, 
and no subsidies to prevent price in- 
creases are required (although subsidies 
would still be used to stimulate produc- 
tion). Under the rigid type ceiling plan, 
such as O.P.A. has introduced, subsidy 
payments are a necessary adjunct of 
price control and are so considered in 
Canada. 
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Many restrictions must, of course, sur- 
round the use of subsidies to prevent 
the undesirable consequences otherwise 
attending them. They should not be 
paid to compensate for increases in farm 
prices (which should be fixed), or for 
wage increases which should be stabil- 
ized), or to increase the profits of recip- 
ients above the pre-war level or to import 
materials or goods unessential to the 
war effort. Unless such safeguards are 
established—and O.P.A. is apparently de- 
termined to set them up—the floodgates 
of the Treasury would be open as each 
group insisted on getting its share. Sub- 
sidies should be paid to offset only un- 
avoidable increases in costs (e.g., higher 
shipping charges, insurance rates, etc.) 
which threaten to cause a puncture in 
the ceiling or to cut off essential supplies 
and then only upon proof of need. 

However, the subsidy program will not , 
alleviate significantly the pressure on 
ceiling prices unless the necessary con- 
trols over farm prices and wages are 
established and the inflationary gap re- 
duced by the imposition of additional 
taxes and a system of forced savings. 
These latter measures are the important 
ones with subsidies useful mainly to al- 
leviate difficulties in particular situa- 


Breaking It to Him Gently 


—From The Columbus Dispatch 
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tions. Continued failure to implement 
the ceiling plan with these other controls 
will necessitate its modification on an 
ever expanding scale until it becomes a 
general ceiling in name only. 


DEBT RELIEF—Despite efforts to 
achieve a workable solution, the authors 
of the current tax bill have not yet pro- 
duced any formula for the relief of cor- 
porate and individual! debtors, whose ob- 
ligations the new taxes will strongly tend 
to freeze. Success in developing the 
plan is vital to the nation’s economy. Its 
importance cannot be overlooked by trus- 
tees, for if taxes siphon off so much cor- 
porate revenue that interest on bond 
issues, bank loans, notes and other obli- 
gations cannot be met, the entire capital 
structure is threatened. 

The Treasury is alive to this danger. 
The President’s own anti-inflation pro- 
gram calls for the retirement of obliga- 
tions as regularly and as soon as possible. 

Small debtors must be encouraged to 
pay off their obligations, for that is one 
effective method of absorbing surplus 
purchasing power. Corporate debtors 
must be kept alive to pay their huge 
share of the tax bill—and to produce for 
victory. The Senate Committee hear- 
ings show opinion to be split; some wit- 
nesses think only of relief from previous 
commitments, while others seek ways to 
encourage increased savings. 

Relief from prior debts for corpora- 
tions is relatively simple, for their regu- 
larly published statements list their li- 
abilities. But what is an equitable basis 
for individuals? A plane mechanic with 
a new high wage, a small mortgage on 
his home, obviously needs less considera- 
tion than the automobile dealer, whose 
fixed charges plus high taxes may be 
breaking him financially. Writing a 
debt relief clause that will be equitable 
for both men is the difficult job before 
Congress. 

Corporations have similar problems. 
Durable goods industries made smaller 
profits than others in the 1936-1939 base 
period, which provides one method of 
computing taxable excess profits. Yet 
those industries today will be so heavily 
hit by taxes that it will be difficult, if not 
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impossible, for them to pay installments 
on their debts. A sudden cessation of 
Government orders within the next few 
years would find them with huge inven- 
tories, depleted credit and minuscule 
cash reserves. Unless an equitable form- 
ula for debt relief is provided many of 
these corporations, now the backbone of 
our war effort, may go to the wall at 
war’s end. And crashing into ruin with 
them will go the savings of the people. 


AMERICA’S SECRET WEAPON—It 
is very probable that the American auto- 
mobile will prove the most important 
instrument for the Allied victory and 
the preservation of freedom. The “motor 
civilization” of the United States has, 
perhaps more than any other factor, 
been responsible for the building up here 
of the world’s greatest reservoir of in- 
dustrial plant and equipment, engineer- 
ing genius and mechanical skills. With- 
out these machines and men of the auto 
centers, retooled and retrained, we would 
be paralyzed for modern war, defense- 
less against enemies who were ‘“‘tooling- 
up” for war years in advance. 

Even more than in the men and ma- 
chines directly employed has the auto in- 
dustry given America its fighting chance 
and advantage; it has conjointly devel- 
oped to huge proportions the oil industry 
and the rubber industry. It saved the 
steel industry from shrinking in accord- 
ance with the tapering off of railroad 
demands. It encouraged and made pos- 
sible, as no other industry has done in 
any country, the existence of a vast and 
varied tool-making industry capable, as 
we have seen, of geometric increases in 
production. Auto manufacturers — in 
cooperation with the energetic workers 
and consumers of the United States— 
aided in many ways the product research 
which has proven so vital in this war, as 
for example in the creation of commer- 
cially successful plastics now being used 
to replace critical metals and sometimes 
with even greater serviceability. Thanks 
to the American automobile, we now 
have millions of tons of much-needed 
rubber and steel scrap; we have better 
experience in building and operating and 
repairing the motors that are the heart 
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of the motorized transport and machin- 
ery of mechanized war. 

What a different picture it would have 
been had we had to start from scratch in 
internal combustion motors and their 
accessories! The extent to which this 
product of peace has enabled us to gird 
for war is too great to be an unrelated 
coincidence. The raw materials it stim- 
ulated us to refine, the synthetic ma- 
terials it enabled us to discover, the ma- 
chines it caused us-to produce and the 
skills it rewarded us for developing are 
of the fabric of American life and pur- 
suit of happiness, not through conquest 
of others or each other, not through lazi- 
ness or slave work, but through our own 
enterprise. Here is as amazing a plot 
in the industrial drama as history has 
seen. It is for us to learn its lesson, to 
use the vast powers of the machinery 
our savings and technical skill have built 
and encourage their further application 
to the winning of the war, through the 
provision of incentives and rewards to 
individuals. The same initiative, the 
same public backing up of our production 
managers today would enable us to turn 
out a war machine that would make it 
look as though we had invented that 
kind too. 


POST-WAR PLANNING AND PRE- 
WAR MARKETS—tThe National Ass’n 
of Manufacturers has issued a call for 
industry to be more concerned with prob- 
lems of post-war planning. Many indus- 
trial companies have already established 
units for this purpose and more will be 
doing so. This is a wholesome and essen- 
tial development for preservation of free 
enterprise system in the post-war period. 
To allow the initiative for planning to 
remain only in the hands of government 
agencies does not necessarily result in a 
series of plans to maintain government’s 
participation in business—some groups, 
notably in the Departments of Commerce 
and Labor, are working with industrial 
representatives on plans to stimulate pri- 
vate enterprise—but many are blind to 
future development except through large 
Scale spending on public works. But 
many of the problems to be faced can- 
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not be solved by this palliative. They 
affect particular business men and will 
tax their ingenuity to the utmost. One 
problem which is looming larger every 
day is the loss of pre-war activities. 
Three aspects deserve study: the increas- 
ing industrialization of importing coun- 
tries which were primarily agricultural, 
the development of synthetic materials, 
and the tremendous expansion in output 
of the light metals (e.g. aluminum). 


Trustees are particularly interested in 
these developments because they will lead 
to fundamental shifts in investment 
values. For example, it has been pro- 
posed that aluminum largely replace 
steel in automobiles. What would be the 
effect upon the steel industry which for- 
merly counted the automobile industry 
as its largest customer? Where would it 
find outlets for the steel formerly used 
that way? Or take the problem of auto- 
mobile export markets which will prob- 
ably be adversely affected by the indus- 
trialization of Canada, Australia and 
other countries. These _ illustrations 


could be multiplied many fold and as the 
war is prolonged they will become even 


more numerous and make the re-estab- 
lishment of pre-war patterns virtually 
impossible. The establishment of post- 
war planning units must be undertaken 
if only from selfish motives as they are 
essential to the survival of each com- 
pany as well as to the free enterprise 
system. 


ONE WAR AT A TIME—The most 
discouraging news is not that from the 
battlefronts but that from the home 
front. It is suggestive more of a nation 
at war with itself than against a com- 
mon, and a real—not imaginary—carrier 
of destruction. In a single recent day 
newspapers in just one city reported lead 
stories on criticism of W.P.B. chief Nel- 
son by a House group, what the W.P.B. 
should say to critics; charges that “Big 
Steel” tied up war materials, charges 
that small companies, war and navy de- 
partments hoard them; charges that a 
mayor neglected to call defense council 
meetings, riposte that said member was 
negligent in his duties; charges and 
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countercharges of executives of local sal- 
vage committee; and to top it off, claims 
by one aviation manufacturer that the 
promises of air freighters made by an- 
other were impractical. Add to this the 
grapevine telegraph, personal criticisms 
and rumors and the average American 
winds up the day having to bite his lips 
to keep sane tongue and honest faith, or 
about as perplexed and distrustful as 
would delight the heart of a Fifth 
Columnist. 

Most of this caterwauling is absolute- 
ly unnecessary as well as mighty un- 
healthy; much of it is no better than 
the temperamental outbursts of a prima 
donna—except that the real prima donnas 
of the war production stage don’t have 
time for such antics. Surely this is no 
time to have trial by newspaper without 
first trying to settle our disputes the 
gentlemanly way. True, this is a part 


of the growing pains of change to a war 
economy, but the net result may be a 
loss of confidence in both political and 
business leaders which will leave us open 
to Heaven knows what insidious ideas 
and false leaders with new panaceas. 


This is a horrible time for Americans 
to be anything but Americans—to be 
farm-bloccers, community-property sta- 
ters, labor organizers or business profit- 
eers is all of the same pattern: it is 
possible to be both at the same time in 
conditions of this all-out war. We are 
going to have to forget a lot of local 
pride and remember more national—or 
there won’t be any cause for either; we 
are going to have to forget the petty ad- 
vantage to ourselves in favor of sacrifice 
for the common cause—or we won’t have 
any advantage to worry about. This is 
still a war when we can say “Let George 
Do It”... Only George is You, and Me. 


PENSION TRUSTS AND INFLA- 
TION—Inflation pressures may receive 
another dangerous push as a result of 
the new Pension Trust provisions of the 
proposed Revenue Act of 1942 (see ar- 
ticle by Peter G. Evans on page 151). 

Stanley W. Duhig, vice-president and 
treasurer of the Shell Union Oil Corpora- 
tion, told the Senate Finance Committee 
that the measure would encourage spend- 
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ing, instead of saving. He pointed out 
that if the Revenue Bill forced abandon- 
ment of pension trust and profit-sharing 
plans, employees would consequently re- 
ceive their salaries without the pension 
deduction. At the same time, they would 
demand—and probably get—an addition- 
al salary rise from their employer to 
compensate for the loss of the corporate 
contribution. Thus a cash _ increase, 
amounting probably to 10% or more, 
would be put into. circulation, forcing 
prices up even higher. 


Economic effects of proposed legisla- 
tion, such as this, should be studied care- 
fully by all institutional investors. Often 
the remedy may contain some concealed 
potion more dangerous than the disease 
itself. 


AIR FREIGHTING—A new member 
has joined the transport family formerly 
composed of shipping, railroads and 
trucks; the freighter plane developed for 
war supply will unquestionably take on 
the more spectacular jobs of high-unit 
cost, perishable goods delivery in peace 
time, either as a substitute for or com- 
plement to the established systems. 
Areas that have till now been commer- 
cially inaccessable (as perhaps the upper 
Amazon in Brazil) will be tapped by 
the new transports, in many cases dur- 
ing the war for provision of crucial ma- 
teriel. In any commodity where the time 
element combines with a price premium 
in favor of quick delivery, air freight has 
an advantage that should open up new 
sources of supply, and in fact establish 
new foreign trade relations. These air- 
ships, of which a vast fleet may be the 
residue of this war, may have some sur- 
prising effects on buying habits, as in 
the case of anything from spare machine 
parts to furniture or novelties. Costs, 
now extremely high and justified only 
by emergency, are decreasing as the mass 
production technique is applied, and 
there are other factors, such as the turn- 
over of delivery, capital and the plane it- 
self which will have to be studied as a 
basis of estimating what goods will, in 
normal times, come into the local air- 
port via air freight. 
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The Land-Tax Illusion 


Fiscal Factor in Rise and Fall of Municipal Empires 


ROBERT LOUIS HOGUET 
President, Emigrant Industrial Savings Bank, New York City 


The economic misconception as to a proper basis for real estate 
taxation has dangerous implications to all cities which fail to adjust to 


lower realizable values. 


This appraisal of New York City’s problem, 


besides being of concern to investors generally, points to a fiscal policy 
blunder which all municipalities must guard against—both during and 


following the war.—Editor’s Note. 


EAL estate in a number of cities, 

of which New York is a prime ex- 
ample, is assessed far in excess of its 
real value. Even taxing officials and 
judges of reviewing tribunals here no 
longer claim that they accurately re- 
flect present day prices realized on open 
market sales. In order to justify their 
findings, they are obliged to take refuge 
in the contention that real estate has a 
“fundamental” value to which the mar- 
ket will eventually conform, no matter 
how far such “fundamental” value may 
be above the present day prices. 

There is no basis for this theory. It 
rests, in the last analysis, on the notion 
that (in America at least) there is no 
limit to the upward trend of the price 
movement, and that a peak once reached 
will ultimately be surpassed even though 
there may be a temporary lull or reces- 
sion in the price movement. It is true 
that the price of New York City real 
estate rose almost continuously during 
the one hundred years that intervened 
between the opening of the Erie Canal 
in 1825 and the stock market break in 
1929. For this continued movement, 
there were many good and _ sufficient 
reasons: 


I. New York’s exceptional position at 
the head of inland navigation and at one 
end of the only water level, relatively 
ice free, route between the Atlantic and 
the undeveloped Great West. 

II. New York’s consequent impor- 
tance as the traffic center between Euro- 
pean imports and American exports, 
which to so large an extent passed 
through this gateway. 


III. The inclination of banking and 
insurance to follow the natural trade 
route and to develop at its focal point. 

IV. The fact that so many of the 
immigrants from Europe landed in New 
York and that many of them never went 
beyond it. 

V. Finally, the accumulation in New 
York of a large part of the country’s 
wealth in the hands of a relatively few 
institutions and individuals, the expendi- 
ture of at least some of it in the direc- 
tions of education, culture and amuse- 
ment, and in turn the attraction of a 
large number of people to a combination 
of advantages which it alone, of all 
American cities, afforded. 


Development of Metropolitan 
Competion 


HE impetus of these important fac- 

tors is now largely spent, as other 
changes have affected other cities. The 
improvement in communications, the de- 
velopment of good roads, the use of 
trucks and automobiles, the aeroplane 
and the radio, have largely nullified the 
importance of a metropolis as a focal 
point. Business in America is no longer 
as it was so largely in the 19th Century, 
the interchange of American agriculture 
for the manufactured goods of Europe. 
American industry has spread all over 
the country. Minerals and petroleum 
have been exploited in the southwest and 
been exported through the Gulf ports. 
Other financial centers have developed. 
Immigration has_ practically ceased. 
Wealthy persons no longer find it neces- 
sary to flock to New York as to a finan- 
cial, cultural, and social capital. The 
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movement to the suburbs has been uni- 
versal, and must be reckoned a perman- 
ent factor. 


For these reasons, it is at least open 
to question whether New York City real 
estate values will ever return to the 
peak at which they were before the gen- 
eral decline in rental values began to 
operate—a process which still continues. 


The bulletin of the Real Estate Board 
of New York for July, 1942, says, speak- 
ing of open market sales of Manhattan 
real estate reported by the Board for 
1941, “Considerations in the 2,694 sales 
totalled $146,176,190, which figure re- 
flected 65.8% of the assessed valuations 
of the properties involved. In 1940 sell- 
ers of all types realized an average of 
72.6% of assessed valuations, in 1939 
75.5%, and in 1938 79.5%.” 


Over-emphasis on Land 


AX assessors and judges who review 

their proceedings have not been 
wholly unmindful of what has happened. 
Assessed values have been reduced, but 
not to anything like present market 
prices. Tax department officials take the 
position that reductions must be spread 
over a number of years and that assessed 
values are gradually converging to the 
point already reached by market values. 
On the contrary, it appears that market 
values are going down more rapidly than 
assessed values, and that there is diverg- 
ence instead of convergence. 


The root of the evil would seem to lie 
in the reluctance of assessors to cut land 
values. Site value taxation proceeds on 
the theory that land is worth what it 
can be made to produce, given the proper 
use or improvement. This is a good 
working theory in the case of agricul- 
tural land, or as applied to small and 
growing urban communities. It may 
even be indicated in the case of large 
cities which are continually developing, 
particularly during periods when the 
purchasing power of money is decreasing 
and all commodities are rising in price. 
When, however, the price level is sta- 
tionary, if not falling, and the commun- 
ity has reached a stage of at least tem- 
porary culmination in its development, 
there is no basis to the theory that land, 
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as such, is worth, for tax purposes, a sum 
equal to the commercial value of prop- 
erty already improved less the cost of 
the improvement. 


To determine the residual value of the 
land under an existing building by cap- 
italizing the rent of the existing struc- 
ture and deducting building cost, less de- 
preciation, is perhaps a valid method of 
determining the value of other land in 
a community which is rapidly developing. 
It is wholly inapplicable to one which is 
retrogading and to one in which there 
is no demand for vacant land. 


If occupational demand has reached 
the saturation point, it is obvious that 
vacant land in any given locality is worth 
less, as such, than the land which has 
already been improved. If occupational 
demand is constant, any new improve- 
ment of vacant land would clearly result 
in spreading such demand over a larger 
area, leaving vacancies in existing build- 
ings, with a general diminution in rental 
value, thereby necessitating a revaluation 
of all improvements in the locality, in 
accordance with the reduced income pro- 
ducing ability thereof. Assessors should 
proceed to reduce land values as such, 
rather than to reduce the assessed value 
of improvements. This is the very op- 
posite of what has taken place. 


Social and War Readjustment 
of Incomes 


E might also ask whether the ass- 

essment machinery has taken due 
account of the social revolution which 
has taken place in the last fifteen years. 
When boroughs like Manhattan and lower 
Brooklyn were first built up, a single- 
family, attached dwelling on a plot of 
land no more than 25 x 100 feet was the 
normal home of the New York resident. 
Today, a large part of our population is 
apartment-minded and modern apartment 
houses cannot be economically erected on 
a 25 foot lot, which in the congested dis- 
tricts is useful only as a component part 
of a larger lot, and its marketability is 
greatly reduced. 

Expensive private houses and large 
apartments are a drug on the market 
because the existing income tax laws 
have drastically reduced the number of 
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people who can afford to occupy them. 
High class shops have a greatly reduced 
clientele. Whether we like it or not, a 
great change has come over our political 
and social thinking, and assessing policy 
ought to conform to a national trend 
and arrange to raise municipal revenue 
from a larger number of units of less 
individual importance. 


New York City is one of the few large 
centers in America in which the impact 
of increased war spending has not been 
felt. No particular industrial improve- 
ment has been noted in the Metropolitan 
area; on the other hand, war restrictions 
—the rationing of gasoline, of tires, the 
drafting of many of our young men, and 
recent decrees effectively stopping all 
building—have substantially reduced our 
business activity and the demand for any 
real estate except such as is completely 
and adequately improved. Store rents 
are falling and will probably continue to 
fall, while vacancies are increasing as 
more varieties of consumers’ goods van- 
ish from these former market places. 


A Tax-Fool’s Paradise 


COMMON reply to much of the fore- 

going is that tax assessors cannot 
reduce assessments to actual values with- 
out actually bankrupting the City. To 
this contention it may be said: Local 
assessors, not unlike the rest of our tax- 
ing authorities, are still obsessed by the 
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idea that taxes in a modern polity can 
be indefinitely raised by ‘soaking the 
rich’ and by concealing the impact of tax- 
ation by levies on buildings which are 
used by persons other than those who 
own them. They are living in a fool’s 
paradise. If it be wisdom to redistribute 
wealth, it seems obvious that the burden 
of taxation must also be redistributed 
and must actually fall on a larger num- 
ber of persons. In many of the outlying 
districts of the City, individual homes, 
many of the cheaper sort, are still as- 
sessed at less than their true current 
market value. To raise the assessment 
on them is perhaps politically unwise, 
but at least some of the reduction neces- 
sary to avoid tax sales must ultimately 
be compensated for by increasing assess- 
ments on such buildings. 


Other sources of revenue can be de- 
veloped. Our subways are now all mun- 
icipally owned, and there is no longer 
any fear of private enrichment as a con- 
sequence of putting that enterprise on a 
sound business basis. Those who use 
the subways should pay at least what a 
subway ride actually costs, instead of be- 
ing specially subsidized. 

A sound administration can effect 
large economies in everyday administra- 
tion. Salaries and jobs have not been es- 
tablished on a scientific basis, but as a 
result of pressure on the legislature not 
effectively opposed by the municipal au- 
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thorities. Many employees are filling 
useless and unnecessary positions, aboli- 
tion of which would contribute to effic- 
iency in government and save manpower. 


The Coming Show-Down 


THRIVING town can perhaps afford 

to be generous with certain classes 
of its citizens, and to tax increasing 
wealth for the purpose of furnishing the 
needy with things they could not other- 
wise afford; but municipalities whose 
true assets are shrinking should husband 
their resources and devote their muni- 
cipal revenues to strictly necessary pur- 
poses. Indiscriminate relief, subsidy 
housing, and similar schemes by which 
politicians seek to win the suffrage of 
the multitude have no place in a muni- 
cipality whose financial position is not 
easy. 

No municipal credit was ever pre- 
served by a stubborn unwillingness of 
tax assessors to meet facts. Values can- 
not be created by legislative or adminis- 
trative fiat, nor can taxes be paid out of 
unproductive property. To believe that 
it is possible to go on indefinately assess- 
ing property far in excess of its current 
market value is to live in a dream world. 
A refusal to face facts such as they are 
will result ultimately in a general un- 
willingness to pay taxes on properties 
which do not produce sufficient income 
out of which such payments can be made, 
and to drive taxpayers away both from 
the City and from the State. Municipal 
credit will not rest on a sound basis until 
there is general recognition that assessed 
value must not exceed market value and 
that market value is wholly dependent 
upon the ability to produce revenue. 


RETAIL PROFITS FOR CHAINS — 
Proposals recently made by the Ministry of 
Food in Great Britain would prevent more 
than one profit to the multiple stores organ- 
izations which do both wholesale and retail 
distribution. Being able to cut out mid- 
dlemen, they have been in an advantageous 
profit position, under restricted price sched- 
ules, compared with independent food stores. 
It is hoped, however, that some profit en- 
couragement to merchandising efficiency 
will be left, while passing on the greater 
part of savings to the consumer. 
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Program for Payroll 
Savings Plan 


Following a broad program to put the 
power of an organized promotional cam- 
paign behind the Payroll Savings Plan, the 
United States Treasury Department has 
made available to nearly every business 
firm in the country a complete set of pro- 
motional material, designed to help busi- 
ness firms achieve more quickly the goal 
of at least 10% of Payroll invested in War 
Savings Bonds. 

Nearly 100,000 of the nation’s business 
firms already are operating under this plan 
which permits systematic purchases of War 
Bonds by employees through voluntary al- 
lotments from each worker’s pay envelope. 
In most cases the management of the com- 
pany absorbs the entire cost of administra- 
tion and bookkeeping. The plan is so sim- 
ple in its operation that this expense is 
normally quite modest. 

Experience has proved that the Payroll 
Savings Plan is most effective when stimu- 
lated by a well planned, fast-moving pro- 
gram to explain the operations and benefits 
of the plan and see that it is properly sold 
to each employee. Accordingly, the War 
Savings Staff, with the voluntary assistance 
of some of the nation’s ablest advertising 
and merchandising men, has prepared com- 
plete sets of material that will assist every 
company in putting on a sustained drive. 

Basic book for the employee is the one 
“Give 3...Get 4!” In addition to explain- 
ing how money saved is of vital importance 
in winning the war, it drives home the 
sound practical benefits to be gained by 
having a reserve fund saved up for the 
post-war years. It also answers questions 
that may be in the employee’s mind as to 
the value of War Bonds as an investment. 


Post War Industrial Real Estate Use 


Because of the very important effect 
which our industrial plant pattern will have 
upon the future of American cities, the 
Society of Industrial Realtors has created 
a special Post-War Industrial Plant Com- 
mission to make a study of today’s indus- 
trial developments as they relate to post- 
war urban readjustment, particularly re- 
garding (1) Reconversion of war-used 
plants, (2) Considerations in location for 
continuing activities; (3) Use of temporary 
war plant not needed after war; (4) Best 
utilization of plants that should be perma- 
nent. 
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Alternative to Socialization 


Future Relations of Government and Industry 


SAMUEL COURTAULD 
Chairman, Courtauld’s, Inc. 


ANY business leaders, by no 

means confined to those of the 
younger generation, share my views 
that the time is ripe for a review of the 
principles and bases of industry. A 
few main assumptions, I am convinced, 
are justified: 

(a) Production is the most vital 
activity of the nation. 

(b) Government control has come to 
stay. No Government can tolerate ex- 
istence of an organized and completely 
independent power with a radius of ac- 
tion as wide as its own. The same over- 
riding principle should apply to Trade 
Unions as developed today. It follows 
from this that the Government must 
also “plan” further industrial growth. 

(c) Government bureaucracy as _ it 
exists in this country has proved itself 
incapable of conducting business effic- 
iently. If it is to take any part in the 
running of business, it must be re- 
formed radically. 

(d) Labor is going to share more and 
more in the management policy and re- 
wards of industry. The Trade Unions 
will represent labor for a long time to 
come. 

(e) Gambling in industrial counters 
is a malignant disease for industry it- 
self. 

(f) The English genius for social 
evolution and for compromise can find 
a middle way, between pure individual- 
ism and pure socialism, which will 
bring the greatest attainable good to 
the nation. This road will shift pro- 
gressively in a direction which will 
leave more and more vested interests 
out in the cold. Unless the men in pos- 
Session are prepared to adapt them- 
selves and compromise, there is no al- 


From article in The Economic Journal, 
London, April 1942, representing Mr. 
Courtauld’s personal opinions. 


ternative to a complete socialist revolu- 
tion. 


Fiscal Interests 


The relations between Government 
and Industry are matters of the utmost 
national importance; it is for the na- 
tion, and not for Industry itself, to in- 
dicate in advance the main lines of the 
policies desired. It must be clearly 
recognized that the interests of finance 
are not identical with those of produc- 
tive industry. Manufacturers feel that 
financial institutions are paid too highly 
for the functions they perform, and that 
they frequently resemble bandits levy- 
ing toll in a narrow defile through 
which all traders are bound to pass. 
Manufacturers’ interests are also op- 
posed to those of landlords; they are 
often handicapped by inequitable rents. 


All four classes—producers, financ- 
iers, landlords and distributors—may, 
as capitalists, have a broad objection to 
socialist theory, but the interests of the 
other three often run directly counter 
to those of producers as such. 


Is the Government to subsidize any 
industries as industries? The manu- 
facturer again would like subsidies 
without liability or control. Are ex- 
ports to be subsidized? If they are 
subsidized by a trade, that trade can 
only recoup itself by raising prices to 
the home consumer, and it is unfair to 
penalize any particular class of con- 
sumer for a national object. Export 
subsidies, if decided upon, should be 
paid for out of the National Exchequer, 
with due regard to the fact that in- 
creased turnover reduces the manufac- 
turers’ costs, and if not balanced in 
some way will increase their profits. 

Are we to have Free Trade or Pro- 
tection or a mixture of both? The man- 
ufacturer would obviously like enough 
Protection to exclude all imported man- 
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ufactures. He can hardly judge this 


question objectively. 


Government Ownership and Control 


Should the State own, or run, the rail- 
ways? There is a good deal to be said 
for nationalizing transport. The State 
already owns the biggest share of the 
capital invested in road transport—that 
is, in the roads themselves. Even if it 
is not to own the road vehicles, the 
State should at least control their rates, 
fares and running schedules much more 
closely, and it should equalize the fin- 
ancial burdens (capital charges, rates, 
taxes, etc.) of road and rail transport. 

Industries of many kinds have grown 
so large and all-embracing and affect 
the well-being of the whole community 
to such a wide extent, that it may well 
be said that it is the duty of the Gov- 
ernment to control them with the utmost 
vigilance, and even to give them direct 
orders in crises other than war. 

How can State control be exercised 
wisely? One obvious suggestion is the 
appointment of Government directors to 
the boards of all companies above a 
certain size, and possibly to group 
smaller businesses together in some way 
for the same purpose. 

Industrialists will object strongly to 
official interference with their execu- 
tive functions and to “Treasury” delays 
in coming to financial decisions and set- 
tling policy generally. They have had 
such disheartening experience of the 
dead hand of Whitehall during the past 
two years that they will be even more 
apprehensive on this score than before 
the war. On the other hand, they know 
that some form of Government control 
will be necessary in the post-war recon- 
struction period, and has come to stay. 
There will not be much obstructive op- 
position to the principle of control; if 
the Government did not interfere with 
the day-to-day running of business any 
more than shareholders now do, I be- 
lieve that the best business executives 
would not object to the change. 


Labor’s Voice in Direction 


Labor might be represented on the 
Boards of Companies as well. Things 
have already moved some way in this 
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direction, and I doubt whether the 
younger generation of directors and 
managers would fear it much. But the 
question of who was to select these 
labor representatives would be a very 
difficult one. 

Manufacturers, while approving of 
collective bargaining and outside labor 
organizations in principle, are frequent- 
ly very suspicious of Trade Unions. 
Trade Unions as a whole, like industrial 
monopolies, form a kind of nation-wide 
organization whose interests are not 
necessarily identical with the national 
interest. They have very wide powers, 
and their position is in some ways priv- 
ileged, but their responsibilities are 
also enormous, and Parliament must see 


‘that this position is not abused, and 


that Trade Unions are in no way above 
or outside the law. Agreements be- 
tween employers and Trade Unions 
should be legally enforceable; what is 
more, they should be enforced impar- 
tially and effectively. 


Government Planning 


The responsibility of forecasting fu- 
ture developments for generations 
ahead and making plans accordingly is 
too great to be left to the entrepreneur. 
Should it be enacted that no factory 
of any kind must be started anywhere 
without the permission of the central 
Government? The decision of such 
questions should be left to no one but 
the National Government, certainly not 
to local public bodies. 

The introduction of labor into indus- 
try should also be planned and con- 
trolled nationally. The questions of the 
introduction of labor and the age and 
class of labor to be employed are wrap- 
ped up with industrial education. We 
need more and better craftsmen: if a 
return to the old apprentice system is 
impossible, it seems that more and much 
better technical education is the solu- 
tion. Technical education shovld be 
given in State or State-controlled 
classes, not by manufacturers or indus- 
tries themselves. 


Is Distribution too Costly? 


Related to retail prices the propor- 
tion of the costs and profits of produc- 
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tion has been diminishing and that of 
distribution has been increasing, for a 
long time past. The attention has been 
focussed upon reducing production 
costs, while distribution costs have 
grown extravagantly; this is dangerous. 
There are far too many middlemen: the 
methods of transport and delivery are 
highly extravagant, and owing to their 
inefficiency they add enormously to the 
ultimate price of the article. 
Flexibility must always be insured 
at any cost; and unless every step taken 
is in the direction of destroying rather 
than consolidating abuses and obstruc- 
tions, it is useless to talk of rebuilding 
industry upon a better foundation. 


Competition for Savings 


Until recently mutual institutions, oper- 
ating in 17 states, have shown a steady rise 
of deposits, assets and number of depositors. 
But in the first six-month period of this 
year, figures for these three groups receded 
slightly, as released by the National Asso- 
ciation of Mutual Savings Banks. The re- 
cession was so slight that mutual savings 
bank men consider it exceptional proof of 
the public will to maintain savings ac- 
counts, as well as to buy War Savings 
Bonds. Mutual institutions have been one 
of the principal distributing agencies for 
these bonds, having passed on to the public 
$489,351,485 worth of these securities, up 
to June 30th. 


Analysis of mutual savings bank figures 
indicates that in the first six months of 1942 
deposits receded by $135,146,970, a compar- 
atively minor item in view of total deposits 
amounting to $10,354,532,573. This latter 
figure still was only slightly below the peak 
of a year or two ago. The decrease in as- 
sets was $116,555,017, also a minor item in 
relation to total assets of $11,677,734,013. 
Surplus of 12.4 per cent for each dollar of 
deposits continued to be one of the highest 
ever achieved for any similar accumulation 
of capital. 

Number of accounts steadily followed de- 
posits and assets, the decline for six months 
being 64,076, with the total of 15,674,831 
still constituting the greatest total of ac- 
counts representing “small savers.” In- 
vestment difficulties were seen again in the 
slightly reduced rate of interest-dividends 
paid to savers in mutual institutions. The 
change was fractional, from 1.89 to 1.88 
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per cent on the basis of average deposits. 

Average accounts receded slightly, from 
$666.48 to $660.58. By omitting Christmas 
Club and similar accounts, the average 
“regular” account came to $827.85 

Mutual savings bank officials pointed out 
that it is just as necessary now to have a 
ready source of money as it has been in the 
past. They expressed the opinion that 
monthly goals for War Savings Bonds 
would be reached and the hope that any 
form of compulsory saving would be 
avoided. 

In an article in June Banking, by G. 
Fred Berger, treasurer of Norristown-Penn 
Trust Co., a chart reveals the following 
facts in the competition for savings. 

Svgs.& U.S. 
Loan Savings 


Assns. 
7.6% 


Banks 
Where Savings Are (1941) 81.1% 
Where Increased Savings Go 
(1936-41) 
Where New Savers Go 
(1939-41) 


34.0% 23.2% 


16.4% 11.6% 


Paul Named Treasury Counsel 


Washington, Aug. 3—President Roose- 
velt nominated Randolph Paul, New York 
lawyer and Treasury tax expert, as Gen- 
eral Counsel of the Treasury, to succeed 
Edward H. Foley, now a lieutenant colonel 
in the Army. 

Educated at Amherst College and the 
New York Law School, Mr. Paul practiced 
law as a member of Lord, Day & Lord. He 
has written articles on taxation questions 
and has been Sterling lecturer on taxation 
at Yale. He lectured on the same subject 
at Harvard, and joined the Treasury last 
year as special assistant to Secretary Mor- 
genthau handling the Treasury’s tax bill 
before committees in Congress. Mr. Paul 
will continue to handle tax questions. 
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Is Democracy Good Business?* 


EDWIN G. NOURSE 
Brookings Institution, Washington, D. C. 


HROUGHOUT the decade before 

‘| the war broke out, the democracies 

were being told by the protagonists of 

other patterns of political organization 

that democracy does not work in the eco- 
nomic sphere. 

The prevailing aristocratic theory of 
organization implies that the labor per- 
sonnel have only strong backs and nimble 
fingers to bring to the service of the 
business and that all the strong minds 
and nimble wits are in the upstairs office. 
This watertight separation leads to two 
bad results—it impairs the morale of 
labor and it gives a partial and lopsided 
view to management. 

It is puzzling to find business men who 
loudly extol the stimulating value of bus- 
iness enterprise saying with equal cer- 
tainty that the majority of those who 
form the actual population of the busi- 
ness domain should be denied even an 
advisory part in the making of decisions 
that deeply concern their welfare. There 
seems a trace of inconsistency when those 
who have “arrived” by the process of 
promotion from the ranks vaunt the 
soundness of their own qualities and the 
brilliance of their achievement and yet 
repudiate the idea that they could profit 
by the counsel of their fellows who are 
still in the ranks. 

The ready argument that labor is not 
sufficiently intelligent or well-informed 
to have a tenable judgment on the ques- 
tions that confront management is some- 
what offset by the fact that rather glar- 
ing mistakes of judgment are often made 
by executives themselves. The safe ex- 
ecutive is one who buttresses his own 
opinion with the counsel of all the per- 
sons who are in a position to have per- 
tinent observations. If all those whose 
livelihood is dependent on the success of 
a business be given opportunity to dis- 
cuss situations and problems freely to- 

*Excerpted from the article ‘“‘Democracy As A 


Principle of Business’’ by Edwin G. Nourse in the 
Spring, 1942 number of the Yale Review. 


gether, there is hope of mutual under- 
standing of how everyone’s bread is but- 
tered. 

Unfortunately, while labor organiza- 
tion has set greater democracy in the 
distribution of wealth as its goal, it has 
also kept its face turned backwards to- 
ward aristocratic patterns of procedure. 
Faced by the opposition of the hard- 
boiled school of business which has as- 
serted that policies are no concern of 
labor, the union movement has concen- 
trated its efforts on an acquisitive strug- 
gle rather than on the constructive pos- 
sibilities of a business partnership. 


Objectives of Compensation and 
Employment 


Since workers’ incomes must in the 
last analysis be closely identified with the 
total productivity of the economic sys- 
tem, they must not allow themselves to 
be drafted to blind support of whatever 
strategy of force may be advocated by 
leaders who rely on power politics rather 
than policies constructively conceived in 
the general interest. Permanent eco- 
nomic adjustment—which should replace 
an endless succession of costly strikes 
and fragile settlements — demands not 
merely that such “leaders” be removed 
or converted to new lines of effort. This 
step should be followed by comprehen- 
sive examination of basic issues. 

Are the salary rates of top-flight ex- 
ecutives—in unions as well as corpora- 
tions—soundly based on personal contri- 
butions to productivity as compared with 
resuits due to the efforts of minor but 
indispensable supervisory agents? And 
what of the productive value of men of 
scientific training and inventive ability, 
whose average salaries are meagre in 
comparison with those of the upper ex- 
ecutive hierarchy? 

The attaining of employment for al! 
who want to work would be a major ob- 
jective of any truly democratic union 
movement. If such an end is to be at- 
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tained, labor must be offered in the mar- 
ket at prices at which employers can 
afford to use it. 

If such a structure of wages and sal- 
aries is to be set up as will promote full 
employment, the process of education 
and group consultation must be enlarged 
and intensified from the labor side. 


Linking Man-Power and Machine 


Workers must have full access to the 
capital equipment accumulated from 
their past labor or that of others who 
have gone before. This brings up a 
second major problem. Our basic law 
has recognized and protected the right of 
the individual to set aside any part of 
his income he may desire in a savings 
fund in which his rights of property and 
free disposition are guaranteed. 

Certainly, the administration of cap- 
ital funds has been distinctly aristocra- 
tic. The great democratic mass who con- 
tribute through savings banks, insurance 
companies, bond houses, or brokerage 
firms to the bonded loan funds or the 
equity interests represented by stock 


have a participation in policy-making or 


control which in practice has been re- 
duced almost to zero. 

Enormous amounts of capital already 
invested in plant and equipment have 
often worked at low capacity and high 
cost. For years before the present flood 
of war activity, capital funds whose only 
excuse for being saved is that they might 
be invested in productive operations lay 
sterile in the banks, investment houses, 
and insurance companies. The nation’s 
labor force was unable to employ itself 
or be employed. A _ post-war problem 
will come in converting our gigantic de- 
fense capacities to the use of peace. 


The Job of Capital Managers 


It is not strange nor is it improper 
that we look to the capitalist exponents 
of free enterprise for the answer to our 
problem of partially unfulfilled oppor- 
tunity. To achieve the economies of 
mass production, we must have an econ- 
omy of mass consumption. The lowering 
of prices through daring and patient 
enterprise in mass production has linked 
the democracy of mass production with 
expanding profits for producers. But 
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profits do not increase endlessly through 
the application of this principle. 

If we accept the view that capitalistic 
enterprise, in order to follow a course 
which gives maximum employment to 
both capital and labor, must find ways 
of pricing product within reach of the 
purchasing power of a fully employed 
people, we are brought back to our ear- 
lier inquiry as to what the criterion is 
upon which the decision is made whether 
or not to give capital the “go” signal. 
The trustee is bound in fiduciary honor 
not to release capital except when in his 
judgment the conditions of safety and 
proper return have been met. This di- 
lemma cannot be escaped by merely put- 
ting blame on short-sighted policies of 
organized labor. 

It is sometimes asserted that one of 
the dangers of large-scale corporation 
growth in this country is the magnitude 
of the responsibilty which devolves upon 
the head of a giant concern, creating a 
tendency to divide responsibility, “pass 
the buck,” and paralyze action. So much 
is at stake that effort concentrates on 
not doing anything which might prove 
to be a mistake rather than on doing 
those things which, often by their very 
originality and daring, make for success 
and progress. 


Too Much Emphasis on “Safety”? 


It seems quite possible, too, that those 
who have taken delegated responsibility 
for large blocks of amassed capital have 
adopted rules of necessary reward and 
safety which are too strict for the vigor- 
ous functioning of a capital economy and 
are, in fact, higher than those which 
would be set by the great mass of produc- 
tive workers whose savings, direct or in- 
direct, are the actual source of these 
funds. 

In our modern practice of private cap- 
italism and free enterprise the trend has 
been, in large measure, to divest those 
who administer the capital fund from 
responsibility for the employment and 
material well-being of the labor force as 
a whole. Restoration of that democracy 
of participation, counsel, and control 
which were found when business units 
were still relatively small offers the best 
prospect of regaining the organic whole- 
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ness of a society of free enterprise for 
all. 


The process by which such integration 
can be accomplished is complex and 
would be the continuing task of man- 
agers, operatives, legislators, administra- 
tors. Democracy is a major biologic 
principle of economic life because it bases 
the health of the whole organism on the 
appropriate nourishment, stimulation, 
and coordination of every cell in its 
structural and functional relationship. 


Service Men Insured for 
$18,000,000,000 


Members of the armed forces have made 
about 3,500,000 applications for national 
service life insurance with a face value of 
more than $18,000,000,000. The number 
of applications for insurance does not repre- 
sent the number of service men involved, 
because it is optional with the individual, 
who could refrain from applying or take 
out any amount from $1,000 to $10,000. 
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New Financing Hits Bottom 


New corporate financing in June sagged 
to somewhere near the irreducible minimum, 
based on a consolidated tabulation of all 
securities dealings compiled and made pub- 
lic by the Securities and Exchange Com- 
mission. Such new financing, registered 
for account of issuers and proposed for 
sale, amounted to $57,516,000 in June, com- 
pared with the 1942 monthly average of 
$90,909,000. 

New money represented only $19,372,000 
of the financing, compared with the 1942 
monthly average of $35,625,000. Not since 
1939, when the monthly average of new 
money was $16,677,000, has a worse figure 
shown up. 

Reflecting the impact of the war, manu- 
facturing companies accounted for $45,- 
929,000 of all the new corporate financing 
with financial and investment concerns ac- 
counting for $1,871,000 and merchandising 
for $9,615,000. 

Financing by utilities, which in the last 
five years had equalled or exceeded that of 
manufacturing concerns, fell to zero in 
June. 
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DIGEST SECTION 


Highlights of news and discussion on current economic 
topics from leading publications, addresses and reports. 


Post-War Reserves 


HE Committee on Accounting Proce- 
dure, American Institute of Account- 
ants, has listed the following purposes for 
which special reserves may be desirable: 


(1) Accelerated depreciation of facili- 
ties as a result of intensive use and of 
operation by less experienced personnel. 


(2) Accelerated obsolescence of facil- 
ities due to intensive research during the 
war in an effort to increase productive ef- 
ficiency. 

(3) Amortization of the cost of rear- 
rangement and alteration of existing facil- 
ities which will probably be rearranged in 
the post-war period. 


(4) Amortization of the cost of addi- 
tional facilities acquired, the usefulness of 
which is expected to be substantially re- 
duced at the termination of the war. 


(5) Losses which may be sustained at 
the end of the war in the disposal of inven- 
tories useful only for war purposes, or in 
the adjustment of purchase commitments 
then open, including any amounts which 
may be paid for the cancellation of such 
commitments. 

(6) Losses which may be sustained in 
the disposal of inventories not necessarily 
applicable to war production, due to de- 
cline in the price level, which, on the basis 
of past experience, usually follows a pro- 
nounced rise in prices. 

(7) Repairs and maintenance deferred 
as a result of pressure for war production. 

(8) Restoration or alteration of facil- 
ities to peacetime production at the end of 
the war, if it is reasonable to assume that 
such restoration or alteration will then be 
made, 

(9) Separation allowances which may be 
made to employees who are discharged at 
the termination of the war. 

(10) Losses from destruction of proper- 
ty as a result of the action of armed forces 
or from seizure thereof by the enemy. 

(11) Decline in the useful value of 
plant and equipment due to excess capacity 
resulting from war construction. 


Unfortunately for corporations, most of 
the reserves proposed as desirable are not 
recognized by the Treasury as allowable 
deductions from income in computing taxes; 
or (such as accelerated depreciation) are 
admitted only in part. It has been a long- 
standing principle of the Bureau of Inter- 
nal Revenue that only established and as- 
certainable losses can be deducted. The 
result is that corporations, even where they 
set up additional reserves on their own 
books for these special costs and hazards, 
must pay their taxes on an “income” which 
often permits little or no provision for them. 
When the anticipated loss is finally estab- 
lished a tax credit at the rates then in 
force will be admitted. Meanwhile, how- 
ever, taxes will have been paid, in cash, at 
wartime rates. 


A tax rate which would leave to corpor- 
ations only 55 per cent of their base earn- 
ings and only 10 per cent of earnings above 
the base, would as a rule prevent the ac- 
cumulation of adequate reserves. Many 
corporations which at their own risk are 
multiplying output for the war effort will 
pay the excess profits rate on the bulk of 
their earnings. In too many cases, their 
cash will be paid out for taxes, and the 
“profits” on their books will be represented 
by assets whose value may depreciate and 
largely disappear, almost overnight. 

This danger concerns the whole economic 
organization. Although the principle that 
no unjust enrichment should result from 
the war justifies the levying of abnormally 
high taxes upon abnormal earnings, other 
principles are also involved. One is that 
expansion of war production should not 
be hampered by taxation so heavy that the 
producer stands more chance of loss than of 
gain when the books are finally closed. An- 
other is that the ability of corporations to 
meet post-war adjustments, including the 
abnormal write-downs to be expected as 
well as the cost of reconverting to peace- 
time operations, should be preserved. 

In the public hearings on the tax bill 
before the House Ways and Means Commit- 
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tee, the weight of thie testimony was to the 
effect that attempts to recapture too high 
a percentage of war profits would hamper 
the war effort, stimulate inefficiency, and 
prevent the accumulation of necessary post- 
war reserves. 

The argument for fixing a rate higher 
than would otherwise be practicable, and 
offsetting part of it by a post-war credit, 
is that a larger part of corporation income 
is thereby channelled temporarily to the 
Treasury, while at the same time a reserve 
for post-war use is provided. This is ad- 
mittedly a strong argument. On the other 
hand, leaving funds with corporations does 
not preclude their use by the Treasury 


E must either build an orderly 
' law-abiding international society 
in which each nation lives and works 
freely without fear or favor, or we shall 
all be destroyed in a welter of barbaric 
strife. Industry has reach the stage in 
which there is no necessity for anyone 
in the world to go short of food or lack 
the means to build himself a better life. 
The problem is to organize full produc- 
tion and equitable distribution for all. 
Only a decently fed and healthy people 
can work effectively for a better world. 
We must have no illusion about the fu- 
ture. To win the peace will be as hard 
as to win the war. We will need the same 
national unity at home. We will need 
something of the same spirit of self-denial 
and sacrifice. We will need true friend- 
ship between the nations who have fought 
as Allies, in building a peaceful, active 
international society. 

The first task must be to feed the starv- 
ing populations. Certain steps already 
taken provide for this; for instance, a 
wheat agreement concluded between the 
United States, Canada, Australia, the Ar- 
gentine and Great Britain, to store and 
distribute wheat fairly so that the inter- 
ests of farmers in the producing countries 


From address at Albert Hall, Nottingham, July 
23, 1942. 





Two Principles of International Amity 


RT. HON. ANTHONY EDEN 
Minister for Foreign Affairs, Great Britain 
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through regular borrowing, if the corpora- 
tion is sufficiently liquid. Second, if tax 
payments reduce working capital for war 
production the promise of refunds does not 
restore it. Third, the refunds would be 
spread over a period of years, with refer- 
ence to the convenience of the Treasury 
rather than to the precise post-war needs 
of the corporation. In order of desirability 
the post-war credit ranks much above an 
excessive tax rate without any offset, but 
clearly stands second to the fixing of the 
rate itself at an equitable and practicable 

figure. 
From The National City Bank Bulletin, August, 

1942. 






and of the consumers shall both be pro- 
tected during the interim of the reconstruc- 
tion period. 

There is also the problem of enabling 
devastated, impoverished and economically 
undeveloped countries to restart their in- 
dustry and agriculture, for, until people 
produce, they cannot purchase what they 
need. This involves the type of relation- 
ship which should exist between highly de- 
veloped powerful countries and those that 
have not attained the same level of eco- 
nomic activity or have little experience in 
self-government. 


Never again must we tolerate chronic un- 
employment, extremes of wealth and pov- 
erty, slums and the lack of opportunity for 
so many which disfigured our national life 
in the past. It will take years of hard 
work before we have remade our country to 
our liking, although the Government has 
already begun to lay the plans for the fu- 
ture, both at home and in the international 
sphere. Together with the United States, 
the Soviet Union, China and other nations, 
we shall take our part in working for the 
development of a great, world-wide civil- 
ization. 


There are two principles which should 
govern these relations; first, the receipt of 
financial and economic aid must not re- 
sult in the loss of independence for any 
country. Secondly, any form of assistance 
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or guidance given to a country unpractised 
in the art of self-government must be such 
as to help it achieve its own development. 
When new political relationships develop, 
novel forms of political instruments, or 
working arrangements, are required to give 
expression to them. After the last war, 
the British people invented a new political 
instrument in the shape of “Dominion 
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Status.” Another political instrument was 
invented by President Roosevelt recently 
when he devised the plan of Lend-Lease. 

The future of the world will depend on 
our skill in foreseeing and creating the 
necessary political machinery after the war. 
Whole empires have been made or lost by 
their success or failure to adapt themselves 
to changing times. 


Discouraged Employers 


HE quest of private profit through the 

investment of private savings gave us, 
in four generations, the greatest increase in 
mass standards of living that has occurred 
in the world’s history; before we relinquish 
the hope of revival and further progress 
along these lines, and create the appropri- 
ate institutions for a society that cannot 
find uses for its savings, the facts should be 
made perfectly clear. Particularly it 
should be clear that the failure of private 
investment to absorb savings in sufficient 
volume to maintain income is a result of 
technological factors, population changes, 
or other conditions outside the realm of 
public policy. 

Historically, until recent years, govern- 
ment, though operating through demo- 
cratic machinery, was in fact dominated, in 
its economic aspects, by the ideas of in- 
vestors and entrepreneurs. The _ rising 
standard of living of the masses of the 
nineteenth century was not the direct re- 
sult of governmental pressure in the direc- 
tion of higher mass incomes; it was the 
indirect result of the prosperity of bus- 
iness interests which were compelled by 
action to share the fruits of progress with 
the remainder of the population. 

In recent years, on the other hand, eco- 
nomic legislation has been the expression 
of a strengthened equalitarianism which 


seeks at the same time to push up the in- 
comes of the masses by direct action and 
to cut down the incomes of the wealthy. 
For the first purpose the chief interest is 
labor policy; for the second purpose it is 
tax policy. The surtaxes on large incomes, 
even before the inception of the defense 
program, coupled with a failure to provide 
a system of averaging incomes, destroyed 
most of the incentive for the wealthy to 
invest in any but the safest securities. Dis- © 
criminatory taxation on corporations cut 
heavily into another source of equity cap- 
ital. At the same time, wage and labor 
policies were exerting steady upward pres- 
sure on costs. In short, in a period when 
we have had a deficiency of employment 
offers and a superabundance of would-be 
employees, we have tried to correct the 
balance by making the position of the em- 
ployee more attractive and that of the em- 
ployer less attractive. We depend on the 
profit motive to call forth a supply of in- 
vestment, risk-taking, and employment op- 
portunities, but direct our national policy 
to minimizing the share of profits in the 
national income. We depend on the min- 
ority of large incomes to provide the initia- 
tive and bear the risks incident to eco- 
nomic progress, but we strive to eliminate 
those inequalities——Charles O. Hardy, in 
American Economic Review of March. 
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Dangers in War Savings Bonds 


HERBERT SPERO and JOHN A. LEAVITT 
City College of New York 


REASURY policy, which has already 
saddled the Government with a de- 
mand debt of over $9,000,000,000, may well 
be questioned. Since 1935, the Treasury has 
been selling bonds of ten and twelve-year 
maturity which are convertible into cash at 
the purchaser’s option sixty days from the 
date of sale. 


The Government must be prepared to 
redeem these claims at all times. The pos- 
sibility of an embarrassing financial episode 
cannot be dismissed; the bonds may be pre- 
sented for payment at an inopportune mo- 
ment and cause the very inflation which 
Washington is struggling so earnestly to 
avoid. 

Besides curbing inflationary tendencies, 
widespread public subscription has other ad- 
vantages. It has heightened the individual 
citizen’s sense of social responsibility for the 
success of the war effort and so contributed 
to the national unity. The Treasury has 
also contended that a post-war backlog of 
purchasing power is being stored up. When 
released, this purchasing power is expected 
to replace the stimulus of disappearing war 
expenditures. However, the salutary effect 
of this flood of buying power is directly de- 
pendent upon its timing. Deleterious conse- 
quences may result if this buying power 
flows into consumers’ goods markets when 
American industry is still unable to ade- 
quately satisfy the pent-up demand. 

But it is questionable whether the desired 
objectives cannot be achieved by a sounder 
long-range financial program—a program 
which would not subject the Treasury to a 
heavy drain of cash at the public’s discre- 
tion prior to the maturity dates of its obli- 
gations. 

The hungry public, looking forward to the 
end of its patriotic diet at the close of the 
conflict, will in all likelihood present many 
of the War Savings Bonds to the Govern- 
ment for redemption. Further sales of 
these securities will probably drop off sharp- 
ly as popular enthusiasm declines. 

The mass of the public which is voluntar- 
ily pouring its billions into the Govern- 
ment’s coffers is doing so in recognition of 
the exigencies of war. Fiscal authorities 
may as well face the fact that permanent 
investors in these demand obligations are 


distinctly in the minority. The greater part 
of the bonds has been taken up by tempor- 
ary investors whose interest in holding on 
to the bonds may not outrun the length of 
the war. This large group represents a 
threat to the Treasury due to the non-per- 
manent nature of its investment. 

During the pre-war years 1935-1938, when 
the patriotic stimulus was not goading the 
average person to the savings effort many 
voluntary buyers were presenting an appre- 
ciable amount of demand claims for re- 
demption. In 1938 redemptions equalled 
13.6% of the new sales. And these in- 
vestors were more nearly true investors 
than the more recent subscribers who have 
just joined the parade with a burst of pa- 
triotic fever. 

The multitudinous groups that are today 
accumulating such obligations through, for 
example, pay roll deduction schemes are 
not likely to hold on to their hastily ac- 
quired “investments” once the pressure of 
the war emergency wanes. In 1939 and 
1940 redemptions were about 11% of the 
new sales. 


Redemptions in 1941 rose over those for 
the preceding year, but their ratio to re- 
ceipts fell as a result of the sharp upswing 
in sales. It is reasonable to suppose that, 
after these securities have been in the pub- 
lic’s hands for some time and sales slump 
with the return of more normal conditions, 
the proportion of redemptions to govern- 
mental income from this source will rise 
appreciably and ultimately exceed sales. 


The likelihood of redemptions exceeding 
sales finds support in the financial history 
of the first World War and early post-war 
period. During the years 1918-1923, the 
Federal Government sold over a _ billion 
dollars of War Savings Certificates. Dur- 
ing the war year 1918, redemptions in no 
wise compared with sales. With the close 
of the struggle, however, redemptions quick- 
ly caught up with and then rapidly exceeded 
sales. The drastic shrinkage in sales be- 
tween 1918 and 1923 occurred notwithstand- 
ing an intensive Treasury campaign to 
maintain and stimulate purchases. 

To meet the heavy demand for conversion 
into cash at the end of this war, fiscal au- 
thorities must fall back upon the banks. 
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The latter will not only have to take over 
a goodly portion of the publicly held baby 
bond debt but they will also be called upon 
to finance continued unbalanced budgets 
which will still be with us. The barriers 
to bank credit—the inflationary menace of 
our present military economy—may be 
broken down at the very moment that the 
public demand for consumers’ goods will 
be rising in the face of both an empty store- 
house of civilian supplies and an industrial 
machine ill-prepared to turn out such mer- 
chandise. 

The Treasury by its present financial 
policy of selling War Savings Bonds, which 
are payable on demand, at best is only post- 
poning inflation. Little consideration is 
apparently being given the long-range ef- 
fects of the immediate fiscal program. 

What can be done to escape the unhappy, 
unsettling, inflationary consequences of the 
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Government’s effort to secure popular finan- 
cial support for the war? Taxation must 
be supplemented by heavy borrowing from 
the community’s current income and not 
from bank borrowing either now or later. 
If not obtained voluntarily, the savings 
should be forced. 

The general public should be given no 
choice but to buy long-term Treasury obli- 
gations—obligations not subject to redemp- 
tion before maturity at the option of the 
investor. In this fashion, the authorities 
can better avoid recourse to bank credit 
later on. Clearly, this program will also 
serve to protect the economy from the evils 
of inflation both during and after the war. 
The feasibility of a program involving the 
broad sale of long-term bonds not cashable 
at the holders’ option was conclusively 
demonstrated during the first World War. 


The Bankers Magazine for June, 1942. 


A Plan for a U. S. “Bonus War Loan” 


DR. PAUL HAENSEL 
Professor, Northwestern University 


OST of the present purchasers of War 

Bonds are activated almost entirely 
by a spirit of patriotism; the interest rate 
is immaterial to the man in the street who 
can save only some $200 or $300 a year. 

Let the Federal Government issue a loan 
of $1 billion divided into 10,000,000 bonds 
of $100 each, having a life of twenty years. 
Every quarter a drawing is held (eighty 
drawings in twenty years) which decides 
the numbers of bonds to be retired and 
cancelled. 

Each bond so retired is paid $120 but at 
the same time in every drawing a definite 
number of bonds will be repaid at a pre- 
mium, namely, there will be 100 lucky sub- 
scribers who will be paid on their $100 
bond as much as $50,000, 200 bondholders 
who will be paid $20,000; 300 bondholders 
who will be paid $10,000; 400 bondholders 
will be paid $2,500; 2,000 bondholders will 
be paid $1,000; 10,000 bondholders will be 
paid $500, and 100,000 bondholders will be 
paid $200 on their $100 bonds. All the rest 
are guaranteed a minimum of $120 compen- 
sation and these and all the higher paid 
bonds are automatically cancelled and bar- 
red from further participation as soon as 
they are drawn. 


From The Magazine of Wall] Street. 


Consequently, nobody ever “loses” and 
everbody receives a bonus—in contrast with 
ordinary lotteries. It can hardly be called 
a lottery, but simply a “Bonus Bonds” Plan. 
Such a loan would ultimately cost the 
Treasury only about 1.16 per cent per an- 
num compound interest over twenty years, 
whereas the Defense Bonds cost the Treas- 
ury about 2.9 per cent per annum com- 
pound interest over ten years. The reason 
is that the various large prizes involved in 
the drawings mean a comparatively negli- 
gible cost to the Treasury. In fact they are 
“drowned” in the total amount paid out to 
the “less lucky” receivers of $120 compen- 
sation. 


There is simply a splitting of the total 
amount of interest among all bondholders, 
and even those who will be compensated at 
$120 at the end of the twentieth year only 
will actually receive about 1 per cent cum- 
ulative interest per annum (a $20 bonus 


on a $100 bond after 20 years). The com- 
pensation paid, of whatever amount, should 
be free from taxation (income and excess- 
profits and surtaxes), since otherwise it 
would completely frustrate the whole aim 
of attracting wide subscription. The $100 
bonds should be freely transferable, accept- 
able as collateral, but not redeemable. 
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RICHARD M. BISSELL, JR. 


EPENDING on the extent to which 

we rely on the several means of financ- 
ing the war, the war is going to have four 
types of direct and immediate financial 
consequences. 


First: The building up of wide reserves 
at a rate unprecedented in the nation’s his- 
tory. When the war is over, American 
citizens as individuals are going to be 
wealthier to the extent of perhaps twenty 
billions of additional securities and, in all 
probability, to a much greater extent than 
that. 

Second: We are also going to have to 
have credit in various types of blocked bal- 
ances. We may have forced savings. We 
are certainly going to have and are wit- 
nessing a great accumulation or reserves 
in Government trust funds, in private pen- 
sion funds, in insurance funds and the like. 

We will certainly have a bonus at the 
end of the war. That bonus will certainly 
be distributed to a larger army than it 
was in 1919. 

The manner in which a bonus is paid 
can be controlled and, in those respects, 
financial reserves of these types are quite 
different in their significance from finan- 
cial reserves in the form of cash or nego- 
tiable securities. 

Third: The vastly larger public debt. 

Fourth: The effect upon prices and con- 
sequences of wartime policy. 

One of the alternative methods of fi- 
nancing the war is that of inflationary bor- 
rowing, of inadequate or unsuccessful price 
control with results that are reasonably 
familiar in the form of higher prices, high- 
er wages, higher farm prices and higher 
costs. Prices and costs are themselves parts 
of the financial machinery that should per- 
haps be subservient to the machinery of 
production. 


Significance of These Consequences 


The flow of civilian goods available for 
consumers cannot be expanded nearly as 
rapidly as the flow of military goods can 
be contracted. Therefore, there is a very 
real danger that we will again allow our- 
selves to become the victims of a major rise 


Before the Institute of Public Affairs, Univer- 
sity of Virginia. 
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in prices and costs immediately after the 
war is over. It is relevant to consider a 
contrast between the two types of reserves 
that we can allow individuals and corpora- 
tions to accumulate in wartime. If indi- 
viduals are compelled to save, the repay- 
ments can be controlled; and should any 
excess of purchasing power over available 
goods develop in, let us say, the first year 
of peace, the repayment of such funds 
could be held up and could be postponed 
until a moment when we actively desire to 
expand individual incomes. Similarly, if 
corporation income taxes are made exceed- 
ingly heavy in wartime, with the attempt 
to have that same proportion repaid after 
the war, it will be a relatively simple mat- 
ter to time the repayment to the needs of 
the economy. 

Control of financial reserves—blocked re- 
serves of individuals, if they could be built 
up—would place in the hands of the Feder- 
al Government an instrument of economic 
regulation. That would be such a powerful 
and flexible an instrument as the Govern- 
ment has never devised. If that diagnosis 
is accepted, it gives us an extremely pow- 
erful reason for preferring forced savings, 
even to voluntary savings. 

It is no paradox to foresee that we may 
have far more money to spend than there 
are goods to be bought, and, at the same 
time, far fewer opportunities for employ- 
ment than there are people anxious to find 
erployment. Only when the transition pe- 
riod is over will it be possible to associate 
adequate purchasing power with a larger 
income and full employment. 

What we should almost certainly aim at, 
is a policy of retaining price controls. In 
other words, many of the controls over 
the use of materials, the purchasing of 
goods and the spending of money, are in 
the process of being decided in wartime. 
We should liberally maintain, at least for 
a period of months or longer, a situation 
in which Government controls have to be 
exercised to prevent purchasing power 
from running away from goods supply and 
prevent inflation. In such an atmosphere, 
the incentives to expansion are powerful 
and, I suspect, the danger of inflation can 
be avoided if they are clearly recognized 
in advance. 
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Foreign Investment in a Post-War World 


HERBERT FEIS 
Economic Adviser to the State Department 


HERE are many of the opinion that the 

process of international capital move- 
ment has come to a permanent end. This 
is in part because capital is identified with 
the financial covering in which it makes its 
customary public appearance. In _ that 
dress, it seems primarily a matter of mon- 
eylending, of the contracting of debt, of the 
payment of interest thereon, and of repay- 
ment—all a traffic in monetary counters. 
So conceived, it stands accused by critics of 
many varieties of every stupid and vile 
crime against state and people. But even 
aside from inspired hostility, the unhappy 
outcome of much international investment 
has seemed to many to justify permanent 
opposition to the whole process. Further, 
foreign capital in many lands encounters a 
rising nationalistic will to attain complete 
domestic control of economic activity. 

This condemnation and opposition may 
appear to have conclusive influence. But 
they will, I believe, fade rapidly if inter- 
national affairs otherwise go well. For the 
international movement of capital under- 
neath the financial covering must remain 
one of the vital elements in the economic 
relations between nations. It will emerge 
again because nations cannot ignore its 
nature; they cannot cease to consider, as 
part of their dealings, whether, to what ex- 
tent, and how, some may supply others with 
capital resources. Capital—whether pro- 
vided by governments or private individuals 
—gives command of physical goods, ma- 
chines, equipment, ships, buildings, mate- 
rials, and technique used in production. 
What occurs in the field of international 
capital movement determines in substantial 
measure the sharing of the means of pro- 
duction among nations, the location of en- 
terprise, and the use or nonuse of resources. 
Ultimately it also affects and in part deter- 
mines how great a volume of goods there 
may be to be shared and how they will be 
shared. 


Defects After Last War 


The defects of the process of international 
capital movement of the post-war period 
are easily perceived in retrospect. 

First, there was frequent carelessness, 
even negligence, especially on the part of 
the U. S., in the selection of investments. 


Many of the banking organizations engaged 
in the business were guided more by oppor- 
tunities for quick profit than by studied 
judgment. 


Second, international capital movement 
during the period was exceedingly irregular 
and unstable. 


Third, there was little heed of the signs 
that many nations were not sufficiently pre- 
pared to undergo the adjustments and pur- 
sue the policies necessary to permit the 
growth of international commerce that was 
essential to the payment of the investments. 


Fourth, while events proved that much 
capital was made available to countries ul- 
timately unable or unwilling to service or 
repay it, there still remained needy parts 
of the world that could receive little or no 
outside assistance in their economic devel- 
opment. This was not regarded as the es- 
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tablished responsibility of the wealthier 
countries, nor was there any marked con- 
cern for the consequences. 

Serious as were the defects of the pro- 
cess of international capital movement as it 
took place between the two great wars, they 
were not a fundamental cause of the eco- 
nomic and political disasters that beset the 
world; nor do they furnish the basic reason 
why the process broke down. Even if in- 
vestors had been careful, bankers wise and 
restrained, borrowers faithful, and the cap- 
ital movement stable, regret would have at- 
tended the outcome. The decisive fact is 
that the world during this period was a 
place in which few international economic 
operations, no matter how well planned and 
managed, could permanently prosper—and, 
by ultimately benefiting both lending and 
borrowing land, make for steady and con- 
tinuing development. 


Outlook After This War 


The outlook for international capital 
movements after the war may be summar- 
ized as follows: 

(1) A very great demand will exist after 
the war in most of the world for assistance 
from the few countries that may be able 
to spare capital for employment outside 
their boundaries. 

(2) During the period immediately fol- 
lowing the war these requirements will be 
in excess of what the capital-possessing 
countries could supply with the hope of re- 
ceiving full economic repayment. There- 
fore the capital movements will largely con- 
sist of public funds, not private funds, and 
be arranged between governments. 


The war history of the last few cen- 
turies yields few examples of the losing 
side surrendering its national independ- 
ence. 


Everything is different in this World 
War, in which all the states except the 
so-called Axis Powers are waging the 
struggle for their very existence, in the 


Excerpt from an address before the American 
Academy of Political and Social Science, April 
10, 1942. 
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There will be a considerable sphere in 
which it might well be advisable, as part of 
an effort to establish an improved and stable 
international situation, to continue to resort 
to the subsidy method of supplying capital. 
Peace may provide as compelling a justifi- 
cation as war for such a course—within the 
limits of the possible. 

(3) A substantial rebirth of private in- 
ternational capital movement may subse- 
quently be expected. 

(4) In many countries, both capital sup- 
plying and capital receiving, transactions in 
this field will be regulated by and in many 
instances directly managed by governmental 
or semi-governmental boards or organiza- 
tions. Major objects of such regulations 
should be to smooth out, as between good 
times and bad, the flow of capital—and to 
keep the financial relations of nations ad- 
justed to their trade situations and com- 
mercial policies. 

(5) If an international political organiza- 
tion is created, one of its counterparts will 
be an international financial organization. 
One of its primary concerns should be to 
coordinate national policies so that the total 
capital movement may become more regular 
than in the past and a regularizing rather 
than upsetting economic element. It would 
seek to arrange, supervise, and possibly exe- 
cute various joint financial action—begin- 
ning probably in the field of relief. 

(6) Treasuries and central banking au- 
thorities will extend their agreements with 
one another in order to regulate the move- 
ment of the exchanges and of short-term 
foreign capital. 

From Fortune Magazine, July 1942. 






most literal sense of the word. For them 
to lose the war would mean not only the 
diminution of territory, but the complete 
loss of political and economic independ- 
ence, the enslavement of their popula- 
tions, the surrender to an alien and re- 
pulsive ideology, the renunciation of all 
their historical traditions, faith, morals, 
all their political and social ideals, all 
that is dear to every nation and every 
human being brought up in the spirit of 
modern civilization. 

















THE CAPITAL ECONOMY 


This war, in which everything is at 
stake, imperatively demands their utmost 
intensity of effort, the utmost sacrifices. 

For the solution of the problems which 
confront us we must start from the fol- 
lowing axioms: 

1. Victory is impossible without the 
destruction of Hitler. 

2. Hitler cannot be destroyed either 
by blockading Germany or solely by bom- 
barding German towns, but only on the 
field of battle. 

3. The main field of battle lies at pres- 
ent on the territory of the Soviet Union, 
where the overwhelming majority of the 
divisions of Germany and of those wrung 
from her satellites are concentrated and 
will continue to be concentrated. 

4. The Red Army has shown that these 
divisions can be beaten, driven back, and 
destroyed. 
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5. The complete destruction and final 
defeat of Hitler demands definite united 
efforts of the Soviet Union and Great 
Britain, with some supplementary aid 
from the United States of America. 


Is it not time for us to make Hitler 
rack his brains and wonder where his 
enemies will direct their next blows, on 
which part of the continent they will 
land troops? Is it not time to compel 
him to scatter his forces a little? 


But the infliction of defeat cannot be 
our ultimate aim. United efforts are re- 
quired also for the final eradication of 
the Nazi-Fascist tree with its poisoned 
fruits, for the healing of the wounds suf- 
fered by humanity in this blood-thirsty 
war, for the creation on a new basis of 
future economic and political interna- 
tional relations. 


Other Articles 


“Bank Credit in the War Economy”—Pre- 
sents the results of a survey of new loans 
and renewals made by banks in the 7th 
Federal Reserve District. The purpose of 
the loan is classified into war and non 
war. Slightly more than half the total 
were for war purposes. The data are also 
broken down for different sized banks, bus- 
iness of the borrower, and total assets of 
the borrowers. 


July issue of Business Conditions, published by 
the Federal Reserve Bank of Chicago. 


“The Fourth War Budget.”—In addition 
to being a comprehensive summary of the 
new war budget in Canada, charts are also 
presented showing the changes in tax rates 
levied upon individuals and corporations 
and the comparative levels of taxes in 
Great Britain, Canada and the U. S. 


Monthly Review, The Bank of Nova Scotia, 
July-August, 1942. 


“Condition for Federation”—The League 
of Nations was created on the false assump- 
tion that the prevention of war is a major 
interest of states. Neither nations nor in- 
dividuals are ever, except in an academic 
discussion, offered a choice between peace 
and war. War is no doubt recognized as 
an evil to be avoided if possible; but in any 
actual situation war will always be ac- 


cepted if it is thought to be the only means 
of avoiding some evil that is greater, or 
of obtaining some good if the good desired 
can only be obtained by war and is thought 
to overbalance the evil of the means em- 
ployed to obtain it. 

Any league or federation of states de- 
signed to prevent war should be primarily 
concerned not with the negative task of 
preventing war but with the positive task of 
eliminating the causes of it. 

It would surely be useless to establish 
a world federation. Love of peace and a 
common humanity are sentiments too in- 
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tangible to be the basis of a political struc- 
ture. The indispensable condition for the 
success of any federation is that the people 
included in it should have common inter- 
ests to be promoted and that they should 
be willing to work together for promoting 
them. This implies that they should have 
essentially similar ideas about the funda- 
mentals of life—morality and _ religion, 
political and economic situations, and the 
foundations of public authority, to say 
nothing of such apparently trivial but 
really important matters as stars and gar- 
ters, dress coats, and how to behave man- 
nerly at table. 
From ‘“‘Making Democracy Safe,’ by CARL 
BECKER of Cornell in Spring 1942 Yale Review. 


——$—$—__ 9. 


Controls After Last War 
and This 


Present war-time controls are not simply 
camouflage behind which certain left wing 
elements in Washington are going to 
permanently regiment our entire economy, 
for previous wars have called for propor- 
tionate sacrifices, according to G. Sidney 
Houston of the First Bank Stock Corpora- 
tion of St. Paul. Pointing to the chronology 
of World War I (noted in a Department of 
Labor pamphlet) as including imposition 
of the Food and Fuel Control Act in Aug- 
ust of 1917, requisitioning of all large mer- 
chant vessels, and beginning of fair price 
lists for food two months later, and na- 
tionalization of the railroads in December, 
Mr. Houston further cited the placing of 
communications systems under the Post- 
master General, and regulations governing 
power distribution as further examples of 
war controls, which were promptly relin- 
quished after the emergency, when people 
“demanded the fruits of that victory.” 


In his address before the Montana Bank- 
ers Convention, he urged retention of such 
controls by the Federal Government, how- 
ever, until a peace-time basis prevails, as 
necessary “to avoid the previous post-war 
boom, with accompanying runaway prices 
and subsequent depression,” and as a brake 
against sudden release of the pent up con- 
sumer demands. The need for the SEC and 
Social Security is with us permanently, in 
his opinion, as is some form of subsidy for 
low income groups until their productivity 
can increase. The capitalistic system and 
the profit motive will survive, though dis- 
appointing to what he terms the old style 
reactionaries and involving experiments in 
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tempering business cycles, with consequent 
policy of deficit spending and a boom-con- 
trol use of taxation. A large national debt 
will be another heritage, with the banking 
system capable of absorbing around 190 
billions of debt without further legislation. 
Mr. Houston further cautioned against 
repetition of previous banking mistakes 
such as, for instance, loans based on inflated 
prices of farm and other products. 
ee 


Shift in Sectional Incomes 


The flow of income to the various States 
and regions during the past year showed 
abrupt changes, the Conference Board re- 
ported recently. 

All states enjoyed a higher level of in- 
come than in 1940, but the range of the 
increases varied from a low of 7 per cent 
for Montana to a high of 46 per cent in 
Mississippi. From 1939 to 1940 the range 
was much more limited, with a high of 
only 11.5 per cent. Geographic variations 
also moved in a broader range, with gains 
running from 14 per cent in the Mountain 
area to 31 per cent in the Pacific region. 
In 1940 the upper regional increase was 8 
per cent, the board reported. 

Increases were most marked, the board 
said, in those areas in which war contracts 
were highest as compared with their nor- 
mal peacetime production. 


a 


Canons of Taxation 


There are 10 canons of wartime taxation 
according to Joseph J. Klein of Klein, 
Hinds and Finke, New York City. It (1) 
should be limited to the duration; (2) 
should not be inflationary; (3) should pre- 
vent profiteering; (4) requires maximum 
contributions from all consistent with abil- 
ity and survival; (5) should be equitable; 
(6) (War income and profits taxation) 
should be imposed on true net income; (7) 
should provide economical ascertainment of 
liability and collection; (8) should provide 
for convenient payment; (9) should be en- 
acted speedily; (10) should avoid grave in- 
jury to states and their political subdi- 
visions. 

ae 


The total number of General Motors com- 
mon and preferred stockholders for the sec- 
ond quarter of 1942 was 414,852 against 
411,372 for the second quarter of 1941 and 
is the highest in history. 





HE CAPITAL ECONOMY 


Foreign War Economy 


FORCED SAVINGS IN CANADA—New 
life insurance premiums to a limit of $100 
per year may be deducted from the total 
required forced savings. However, this 
allowance will not be permitted for types 
more expensive than ordinary life and will 
be allowed only on 50% of the first year’s 
premium although it will apply to 100% of 
subsequent premiums up to $100 annually. 
Adjustments may also be made for payment 
of premiums on old life insurance, pay- 
ments into pension or retirement funds and 
payments of principal on mortgages. Pay- 
ments on homes will also be allowed against 
the required savings. 


MANPOWER CONTROL IN CANADA— 
No employer may hire any person without 
the approval of a Selective Service Officer 
in an employment office of the Unemploy- 
ment Insurance Commission. The ori- 
ginal manpower plan affected only males 
between 17 and 45. Now everyone, male 
or female, young, middle-aged or elderly 
must have approval before he or she may 
be hired. 

Previously the would-be employee had to 
secure the work permit. Now the employer 
must see that approval is granted. When- 
ever a vacancy occurs or additional staff 
is required, the employer may engage only 
persons referred to him by or approved by, 
the local Employment Office. 


SURPLUS STOCKS DIRECTED IN 
CANADA—The Wartime Prices and Trade 
Board’s Division of Simplified Practice has 
set up a Dormant Stock Department which 
is acting as a clearing house for surplus 
stocks needed elsewhere. It has already 
diverted to direct war use many items 
which might otherwise have gone into the 
scrap heap. This department’s objective 
is to bring buyer and seller together. Sales 
are made directly between the two princi- 
pals involved. 

The Department deals only in excess or 
surplus stocks. Its activities do not in- 
volve what is known as junk items, but only 
materials for which the present proprietor 
has no further use. 


SOLDIERS’ PAY IN AUSTRALIA—The 
Pay of service men has_ been _in- 
creased by sixpence daily and the allowance 
to his wife and first child have each been 
Increased by sixpence daily. Pay up to 


£250 is tax exempt. The increases bring 
a private’s pay up to 6% shillings daily 
plus deferred pay of 2 shillings. Of this 
amount a married man must allot his wife 
8% shillings. 


CANADIAN SUBSIDIES—New schedules 
have been prepared classifying goods eligi- 
ble or ineligible for subsidy from the Com- 
modity Prices Stabilization Corporation. 

The list of goods eligible for subsidy 
when the importer has entered into a prior 
agreement with the corporation has been 
extended to include cereal grains and prod- 
ucts milled from cereal grains, feeds, mo- 
lasses, paper bags and paperboard contain- 
ers, pharmaceutical preparations, petro- 
leum, petroleum products, tetraethy] lead, 
automobile parts and accessories and but- 
tons and buckles. 

The new schedule of goods specifically ex- 
cluded from subsidy includes products ex- 
empt from the price ceiling and certain 
raw materials and foodstuffs imported by 
government agencies because of the great 
difficulty of obtaining supplies and other 
goods not considered essential imports. 

The payment of subsidies is discretion- 
ary and not obligatory; and no person has 
any legal right to an import subsidy. Goods 
may at any time be excluded from the eli- 
gible list or the amount of the subsidy ad- 
justed. 

Arrangements had been made by the Sta- 
bilization Corporation to handle importation 
of coffee, cocoa, vegetable oils, fats, dried 
vine fruits and bristles. 


CHINA—PAYMENTS IN BONDS—The 
government pays in savings certificates for 
5% of the goods purchased from merchants 
and producers. For government grain pur- 
chasers the percentage of payment in cer- 
tificates will probably be increased. Four 
government banks and the Postal Savings 
and Remittances Bank are reported to have 
been instructed to issue 100,000,000 Chinese 
dollars additional in savings certificates 
each for this purpose. 


POST-WAR DISPOSAL OF BRITISH 
SHIPPING—A White Paper (Command No. 
6357) has been issued setting forth the 
terms for disposing of Government-built 
ships to the shipping industry after the 
war. British owners who have lost ships 
through marine and war risks since the out- 
break of hostilities are to be given oppor- 
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tunities of purchasing the ships, with de- 
livery deferred until the end of the war. 
During the war the ships will be operated 
on behalf of the Ministry and owners to 
whom the ships are allotted will be ap- 
pointed managers. This scheme has been 
criticized by the London Times because 
the ships “will be managed, not by the most 
suitable companies in relation to their em- 
ployment in the war effort, but by their 
prospective owners. The whole principle of 
the shipping pool is seemingly denied—for 
political reasons.” 


OTHER DEVELOPMENTS 


Brazil has prohibited the operation of 
private automobiles. Preference is given 
to sales of motor vehicles to manufacturers 
producing strategic materials. 

Nicaragua is controlling exports of beans, 
rice, corn, cattle, lard, cheese, and butter. 

Australian women doing munitions work 
must be paid not less than 90% of the rates 
paid to males. 

Australian proposal to limit wartime pro- 
fits to 4% has been abandoned because of 
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“the insuperable difficulty of providing a 
just application of the principle.” 


Approximately 3,000,000 man hours of 
labor were lost through strikes—mainly in 
coal mines—in June in the United King- 
dom. The total for the first 6 months of 
1942 was 7,000,000 man hours of which 
5,750,000 were accounted for by disputes 
in coal mines. 


In 1939, 1,000,000 weekly wage earners 
in Britain paid income tax amounting to 
$10,000,000. By 1941 the number had 
risen to 5,500,000 workers, paying tax of 
$500,000,000. 


The British people have gone in for war 
savings in a big way. More than $15,000,- 
000,000 have already been raised—an aver- 
age of $318 per capita. In 1941, national 
savings covered more than a third of gov- 
ernment expenditure. 


New Zealand has frozen labor in garment 
factories, plumbing plants, pastry cook 
kitchens, and in government departments. 


Forty cigarettes every 10 days is the 
French ration. 


Canada started coupon rationing for tea 
and coffee August 3rd. The ration is one 
oz. of tea or 4 oz. of coffee per week. Ra- 
tion cards issued for children under 12 are 
not valid for tea and coffee purchases. 


A rise of 24 points in the Canadian cost 
of living index since last October resulted 
in a corresponding adjustment in the cost 
of living bonuses paid to workers. The 
bonus went into effect August 15, 1942. 
Almost 4/5ths of the rise was due to sea- 
sonal increases in beef and potato prices. 
Steps have already been taken to reduce 
these prices and it is expected that the in- 
crease will be eliminated in the next few 
months. 


————_Q——_—___—_ 
Freeze Securities in Hawaii 


In view of war time regulations in 
Hawaii, it has been announced that any se- 
curities turned over to the Treasurer of 
Hawaii for safekeeping will be frozen for 
the duration, and thus cannot be sold, 
pledged, serviced for collection of dividends 
or interest or otherwise dealt in. However, 
the freezing does not apply if securities are 
deposited with Hawaiian banks or trust 
companies. All securities now in Hawaii, 
whether actually owned there or in Conti- 
nental United States, must be delivered 
to Hawaiian banks for perforation with 
the official symbol “H”’. 
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The Poor, Like Taxes... 


Legislated Living Standards that Weaken Our 
War Efficiency 


Editorial 


N the midst of a war that threatens 

the well-being, even the life of 
every American, our internal har- 
mony and productivity and fiscal 
soundness are endangered by the re- 
form element in the government (and 
in some academic circles) who seem 
to look upon the emergency as an 
opportunity to put their social-ser- 
vice ideas across. As the war de- 
mands reach deeper into civilian 
supplies, it will be necessary to 
establish Minimums of Civilian Sup- 
ply, to avoid unbalanced diets, trans- 
port breakdowns, shelter or heating 
deficiencies and the thousand and one 
necessaries to a highly effective home 
production and supply line, and na- 
tional morale. These iron rations 
will assure “basic living” to all. 

This hangover of paternalism for the 
famous Lower One-third of the people, 
who before the war got only one tenth 
of the national income, persists in the 
interpretations of bureau statistics of in- 
come, in speeches of high policy-making 
executives and representatives and re- 
ports of professional humanitarians; all 
of which leads to class division and dis- 
rupting economic subsidies to that group 
which, generally speaking, contributes 
least to our welfare or protection. As 


an example, take the current OPA study 
which purports to show that the group 
under $2500 a year will have a decline in 
income this year while those with in- 
comes over $10,000 will get a $25 billion 
slice of the national total. This latter 
figure contrasts with the Treasury’s fig- 
ures of $5,400,000 gross for 1940. What 
is the reason for this huge discrepancy 
in Government figures during a year 
when wages have been increased and 
bond yields, dividends and entrepren- 
eurial profits decreased? 


UCH propaganda—it can -hardly be 

called fact without impugning the 
honesty of long established divisions of 
the Government such as the Treasury 
and Departments of Commerce and Ag- 
riculture—misleads the unsuspecting or 
emotional to the conclusion that the sal- 
vation of the society for which we are 
fighting demands raising of the income 
of the lower third to some prescribed 
standard, apparently by legislative mir- 
acles. 


This sort of pressure feeding of the 
body economic is not only puerile, it is 
undemocratic. Government and business 
have a joint job to do in creating oppor- 
tunity for useful employment—and sure- 
ly there is plenty of that for the dura- 
tion. To subsidize unproductive Paul by 
taxing productive Peter is no cure for 
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either and no way to stimulate produc- 
tion. When will the social dreamers 
realize that some people aren’t well off 
simply because they don’t care enough 
to make the effort, and some are actually 
happier with a farm and $200 a year. 
Who are they to say what size income 
other people “ought to enjoy?” Who are 
they to impose their standards on others 
in a free country? 


The establishment of a mimimum in- 
come is not only impossible (because of 


NE of the greatest impediments to 
progressive, modernized trust law, 
is the variety of institutional standards 
of operation and protection. For exam- 
ple, the common trust fund statute, ap- 
plicable to all chartered banks (with us- 
ually only simple and formal restrictions 
on trust powers), has to consider not 
only the ably staffed and experienced in- 
stitution of big capital, but the small 
bank with a part-time trust department, 
run by an overloaded loan officer or clerk 
in spare hours. 

So long as all kinds of bank trustee 
service is classified together, the well- 
managed will be under legal handicaps 
deemed necessary to protect the public 
against those not fully qualified for the 
responsibilities. This is a stiff price to 
pay—the lesser cost would lie in state 
laws designed to restrict trust powers to 
those meeting only minimum standards, 
particularly of personnel. 

Professional trustees can pave the way 
for removal of those outmoded restric- 
tions designed to provide legal invest- 
ment safeguards, by creation of central- 
ized research bureaus jointly sponsored 
by all local trustee banks. Such organ- 
izations, though more economical, would 
be able to afford the best investment 
management to obtain basic data on in- 
dividual companies, on industries, and 
even on economic or fiscal trends, to pass 
on to subscribing trustee banks for judg- 
ment of their trust investment officers 
and committees. Such steps as have 


Central Research to Raise Legal Standards 
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adjustments for farmers, depreciation 
reserves, etc. etc.) but is based on a false, 
dictatorial premise. It is the enemy of 
initiative and enterprise, a rank confus- 
ion of national welfare with charity or 
votes. Some people will not—even when 
capable—work as hard as others or as 
intelligently, and we had better face the 
fact that, given every employment oppor- 
tunity, a large part of any population 
will always prefer to loaf or take it easy. 
And one thing we cannot subsidize in 
times of total war is laziness. 





been taken on this line have proven so 
successful that it is surprising they have 
not been extended to their full usefulness. 


Wages Hit New High 


The hourly and weekly earnings of in- 
dustrial workers went up again in June, 
surpassing all previous records, the Na- 
tional Industrial Conference Board re- 
ported recently. Both in terms of dollars 
and cents and in terms of the purchas- 
ing power of their pay envelopes, work- 
ers earned more than in any other month, 
the board said. 

Another report issued by the private 
research agency showed that, despite gov- 
ernment price-freezing, living costs for 
factory employes and low salaried clerical 
workers rose last month in thirty-four 
of the sixty-seven cities surveyed by the 
board. For the nation as a whole the 
level of living costs advanced two-tenths 
of 1 per cent in July, principally because 
of an increase of eight-tenths of 1 per 
cent in food prices. 

In its survey of June earnings the 
board found that the average weekly pay 
for workers in twenty-five major manu- 
facturing industries was $39.53, 15.4 per 
cent above the figure for June, 1941, and 
38.5 per cent higher than the 1929 aver- 
age. 

Even when allowance was made for 
the higher cost of living, workers were 
able to buy 5 per cent more for their 
money than in June of last year. 








CURRENT EVENTS 


The Old-Fashioned, Professional Trustee 


An Analysis of Functions and Typical Appointments 


FRANKLIN B. KIRKBRIDE 


HE Securities and 

Exchange Commis- 
sion has recognized 
and officially confirmed 
the fundamental dis- 
tinction between the 
individual old-fash- 
ioned, professional 
trustee and the invest- 
ment adviser. 

This distinction is 
one on which I have insisted, in season 
and out of season, for many years and a 
review of the facts involved is in order. 


In Boston and Philadelphia particul- 
arly, and elsewhere, the individual trus- 
tee has always occupied a recognized 
and respected position. Individuals, 
before the trust companies took over the 
business, acted as trustees of corpora- 
tion mortgages, and the signatures of 
two and sometimes three well-known 
and respected citizens were found at- 
testing the validity of the bonds issued 
under the provisions of these obliga- 
tions. 


To show what an important part the 
professional trustee took in fiduciary 
banking, it is only necessary to remind 
ourselves of the extent to which trust 
company advertising used to be devoted 
to extolling the corporate executor, trus- 
tee, guardian, etc. at the expense of the 
individuals who served in these capaci- 
ties, whose human frailities were some- 
times painted in lurid colors. 


It is an amazing tribute to the trust 
company idea, to its soundness and the 
extent to which it has filled an enduring 
need, that corporate fiduciary banking 
has, in the 120 years since the first 
corporate trust powers were granted 
here, developed so amazingly, supple- 
menting the commercial activities of 
both trust companies and banks. 


Side by side with our great financial 
institutions, using their facilities, the 
individual professional trustee contin- 
ues to function.* While individual rela- 
tives and friends undoubtedly account 
for a considerable portion of those so 
named, the professional trustee can un- 
doubtedly claim a substantial slice of 
the business. 


In an action before the Securities 
and Exchange Commission, Augustus P. 
Loring, Jr. of Boston, who carries on a 
distinguished family tradition, appealed 
successfully for exemption from the 
provisions of the U. S. Investment Ad- 
visers Act of 1940. His appeal was 
based on these grounds: he is primarily 
engaged in the business of acting as 
professional trustee. His functions 
consist in the administration of trusts 
and estates and in the preservation and 
management of property of others under 
court appointment, appointment under 
trust indentures or under powers of at- 
torney. He emphasizes the fact that 
the activities of his profession have 
been accepted in Boston and its vicinity 
as a well recognized form of profession- 
al occupation, in which lawyers and 
others have specialized for several gen- 
erations.** 


* * * 


S trustee, guardian, conservator or 

executor under wills or other in- 
struments filed with and under super- 
vision of the courts, he is required to 
give bond. He also acts in trustee 
capacities not under court supervision 
or under general powers of attorney. 


*A recent study made in Chicago indicates that 
in 30% of the wills probated, where the value of 
the estate was over $100,000, corporate executors 
were named, while in the remaining 70% indivi- 
duals were designated to act in this capacity. 


**Cf. Loring, “‘A Trustee’s Handbook,” Shattuck 
edition. 
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Loring is not a member of the bar, but 
has studied law and has been associated 
closely with its practice. Of his 109 
appointments, 75 are by court appoint- 
ment or under irrevocable indentures, 7 
are under revocable indentures and 27 
are under powers of attorney. Ninety- 
two of these appointments involve ex- 
clusively the care and custody of per- 
sonal property, 12 involve both the care 
and custody of personal property and 
the care and management of real prop- 
erty, and 5 involve primarily the care 
and management of real property. Of 
the total value of property adminis- 
tered, 78% is under court appointments 
or irrevocable indentures and 22% is 
administered under revocable inden- 
tures or powers of attorney. For a pe- 
riod of approximately three years, over 
two-thirds of his earned income was de- 
rived from the administration of trusts 
and estates under court appointments 
or irrevocable indentures and the re- 
mainder received for services rendered 
under powers of attorney or revocable 
indentures. In the case of court ap- 


pointments, compensation is such as the 


court may allow. 

These services are not limited to 
supervision of investments, but include 
all other services ordinarily incident to 
the ownership and management of prop- 
erty. As trustee, executor, etc., under 
court appointment, he holds legal title 
to personal property and acts as princi- 
pal. When acting as guardian, etc., un- 
der court appointment, securities and 
bank accounts are also carried in his 
name as such, although he may not have 
legal title. Likewise, in regard to real 
property, he acts as principal. Atten- 
tion is called to the fact that acting 
under powers of attorney constitutes 
only a minor part and is incidental to 
his business as trustee. 

In the findings and order issued by 
the Securities and Exchange Commis- 
sion,* it holds that Loring is not an in- 
vestment adviser within the intent of 
the statute, and notes: 

Applicant does not solicit bfusiness 
either as court fiduciary or under powers 


*In the matter of Augustus P. Loring, Jr. File 
No. 802-6, Sec. 202 (a) (11) (F) July 20, 1942. 
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of attorney. He does not hold himself 
out as being engaged in the business 
of giving advice to others as to secur- 
ities. Any advice given by applicant 
to others as to securities is solely inci- 
dental to his activity as professional 
trustee. 


Loring has done a real public service 
in raising the issue and obtaining a de- 
cision which defines clearly the funda- 
mental distinction between the profes- 
sional trustee and the investment ad- 
viser. It is important that the special- 
ist in investment advice should not be 
confused with the older profession 
which renders altogether different types 
of service and is concerned with the 
matter of investment advice as inciden- 
tal to trustee functions. The distinc- 
tion confirms a well established fact. 
By analogy, the same reasoning applies 
to other professions. The old-fashioned 
family physician, for example, occupies 
a broad field, distinct from that of the 
specialist. The family physician ap- 
proaches his problems from the stand- 
point of the patient, while the special- 
ist’s approach is from the disease to the 
individual. 


There is ample scope for the activi- 
ties of corporate trustees, individual 
professional trustees and investment ad- 
visers. It is important that there should 
be a clear realization of the differences 
as well as the similarities of their re- 
spective function and activities. 


The author has acted as a profes- 
sional trustee for thirty-seven years 
in New York, following thirteen 
years as an officer of a trust company. 
This school of experience, supple- 
mented since by important commer- 
cial and industrial affiliations (in- 
cluding most successful reorganiza- 
tions) has provided an exceptional 
background for the fiduciary career. 
—Editor’s Note. 


Auditors Cancel Convention 


The National Association of Bank Audi- 
tors and Comptrollers has cancelled its 18th 
annual convention scheduled for New York 
City in October, according to an announce- 
ment by President Cecil W. Borton. 
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“Seeing is Believing” 


Open House for Customers and Prospects 
Proves Business Developer 


Cc. B. LEONHARD 
Assistant Vice President, Detroit Trust Company 


66 HAT do we have in our Trust 
Company of interest to out- 
siders?” Let a trustman put that ques- 
tion to a fellow worker and he will 
probably get for an answer either a 
curt “nothing” or else a laborious ex- 
planation that our business is different, 
that it is lacking entirely in the spec- 
tacular appeal of great production lines, 
the drama of roaring steel furnaces and 
the mysteries of great laboratories. 
We too thought that until an occasional 
incident began to open our eyes. 
Once in awhile one of us would take 
a customer or prospect to our Cus- 
tomers’ Securities Vault to show him 
how his Will was handled and what 
steps were taken to safeguard trust 
securities. Almost invariably, these 
people said: “It makes a man feel a 
lot better to think that his securities 
will be kept in a place like this after 
he’s gone”—or some similar thought. 
An accumulation of such experiences 
suggested the idea of giving the plan 
a little wider scope. So, some time ago 
in connection with “Know Your Bank 
Week,” we ran a small advertisement 
in the paper inviting friends and cus- 
tomers to visit our office during the 
two days set aside for the purpose of 
giving them a better chance to get ac- 


quainted with our facilities and per- 
sonnel. This impersonal invitation 
brought in about thirty people who 
were divided into small groups and con- 
ducted through our establishment by 
officers and New Business Men primed 
with information on the various depart- 
ments visited. 


Plan Broadened 


T was surprising to find that the wo- 

men were intensely interested in the 
mechanical equipment. They got a 
great “kick” out of seeing mailing and 
envelope opening machines and book- 
keeping machines at work. They were 
impressed by the size and massiveness 
of the vaults and the character of their 
protective features. All visitors, men 
included, were favorably impressed 
with the size of our operations and the 
thoroughness of organization. 

The general attitude of the visitors 
convinced us of one important thing. 
Most of them expressed a feeling that 
in a trust company there is a wall of 
mystery. One friendly woman ex- 
pressed it this way: “My trust officer 
has always been kind and pleasant and 
done a fine job, but I always had a feel- 
ing that my contacts with the trust com- 
pany ended at his desk. It represented 
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a barrier between me and the rest of 
the trust company. Now I’ve been be- 
hind the scenes and appreciate more 
than ever the amount and carefulness 
of the work that’s done for me. It 
makes me feel very confident.” Another 
said: “After going through here, I can’t 
understand why anybody would want to 
depend on an individual to look after 
his estate.” 

Such favorable reactions encouraged 
us to plan more elaborately along simi- 
lar lines for this year. Again tied in 
with “Know Your Bank Week” the in- 
vitation this time was a formal card 
from the “Board of Directors, Officers 
and Employees of Detroit Trust Com- 
pany” extending “A Cordial Invitation 
to an ‘OPEN HOUSE’ for Our Cus- 
tomers and Friends.” Each invitation 
was accompanied by a special “park- 
ing privilege” ticket good at the parking 
lot next door to the office. To make 
the invitation as personal as possible, 
each officer and key man prepared a 
list of customers and friends known 
to him and to whom it would be logical 
to send such an invitation. The letters 
enclosing the invitations were sent out 
over their respective signatures. 


Presentation by Charts 


UR previous method of having 

department heads and certain indi- 
viduals conduct the parties through and 
explain the workings of each depart- 
ment had developed some disadvan- 
tages. In some instances the talks were 
too long and detailed; in others they 
were not informative enough and in 
some cases the individuals got “stage 
fright.” To get around these difficul- 
ties, we had charts prepared, approxi- 
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mately 28 x 44 inches, giving the in- 
formation about each department which 
we were particularly anxious to stress. 


One chart for the Investment Depart- 
ment indicated in graph form percen- 
tages of the major forms of investment 
which constitute our trust portfolio. 
Another showed the ten-year trend of 
returns on various forms of trust in- 
vestments. These charts did two 
things: they accounted for the reduc- 
tion in remittances to beneficiaries and 
also offset the impression given to many 
people in the Detroit area during the 
early thirties that trust investment 
portfolios consisted largely of “sour” 
real estate issues. 

For the Real Estate Department one 
chart showed the trend over a ten-year 
period of rentals, new buildings, as- 
sessed valuation, population and other 
elements relating to Detroit Metropoli- 
tan real estate. Another chart listed 
the various important functions of the 
Department, giving such figures as real 
estate sales, number of properties man- 
aged, contracts and mortgages under 
collection, dollar value of collection and 
other factors tending to show the mag- 
nitude and scope of the Department’s 
operation. 

The Stock Transfer Department chart 
similarly gave figures indicating the 
volume of work done and it listed the 
principal firms served by that Depart- 
ment. In view of the increased recog- 
nition by the public of the hazards of 
bombing, the charts designed for our 
Safe Deposit and Customers’ Securities 
Vault carried statistics showing the size 
and construction of the vaults and em- 
phasizing their high resistance to fire, 
water and explosives. 

Even the Accounting Department be- 
came most interesting when presented 
in chart form. The chart consisted of a 
standard ledger sheet showing five or 
six typical entries affecting both prin- 
cipal and income and a display of forms 
constituting the usual sources of en- 
try, representing the sources of the 
items shown on the ledger sheet. Ap- 
propriate lines on the chart carried the 
eye of the observer from the source of 
entry to the actual entry of that partic- 
ular item on the ledger sheet. Figures 
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* PRESENT TRUSTS - 
NOTE: This, as well as COMPOSITE OF SECURITIES — 


the other charts, was in- 
tended merely as a guide. 
For example, the 26% 
figure for stocks, which 
would seem high to many 
persons, was explained by 
the fact that several large 
trusts were required by 
the instruments to be so 
invested in toto. 


6o— “55% 
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on the number and dollar volume of en- 
tries handled by the machines in a 
year were also shown. Thus, the pre- 
sentation emphasized size and system, 
and gave an excellent opportunity to 
point out that such complete records 
can be maintained economically only 
where the volume is large enough to 
permit machine bookkeeping. The ob- 
server could hardly escape the thought 
that an individual executor or trustee 
would not have the facilities for that 
kind of accounting. 

These charts turned out to be a very 
desirable feature. They furnished a 
guide for a brief talk by the conductor 
or Department Head and gave him con- 
fidence resulting in much better presen- 
tation. They also caught and held the 
visitors’ attention and heightened the 
impression that we know our business. 


Actual Business 


HE quality of the visitors, from the 

trust standpoint, was excellent. 
Direct business resulted. One woman, 
after completing the tour, said: “I 
never realized how much there was to 
the trust business, and I like the thor- 
ough way in which you look after 
things. My husband ought to have his 
Will here and I’m going to get him to 
come down and talk to you about it.”— 
She did. The General Sales Manager 
of a large motor company said: “It 
makes me feel very glad to know that 
my family’s interests will be handled 
in a place like this.” 


Another man said: “What does it 
cost to have an institution like this han- 
dle an estate?” Pointing out the win- 
dow to a street-sweeper, I said: “The 
Court will allow that fellow the same 
amount for handling your estate as will 
be allowed us.” “What!” he exclaimed, 
“with all the experience and training 
there is around here and all these pro- 
tective facilities?” 

Comments like these seem to indicate 
that we in the trust business do have 
something worth showing. The expres- 
sion “Show me” is not an idle one. It 
is a demand for proof and suggests in 
itself that this proof be visual. It is 
all right to talk and write about the 
businesslike thoroughness of your or- 
ganization or about your sympathetic 
attitude, or about the economies of 
modern accounting, or about’ the 
strength and dependability of your 
vaults and other protective devices. 
But we are beginning to suspect from 
our experience with the “Open House” 
that to those not accustomed to them, 
many things we have in the office are 
worth seeing—and that “seeing” defin- 
itely helps “believing.” 





“The Chinese do not accept the much- 
mooted theory of enriching the poor by dis- 
possessing the present owners of their 
wealth. They do not believe such a step 
would give any prospect of enduring allevi- 
ation of poverty and human misery. We 
prefer levelling-up to levelling-down.” — 
Madame Chiang Kai-Shek. 
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COMPLETE TRUST SERVICE IN GEORGIA 
through ten offices in six cities 


Insuring the Middle Millions 


With a government-directed economy 
and extremely high income taxes, the bulk 
of life insurance will, in the future, be 
distributed to those with annual incomes 
of less than $2,000, which will emphasize 
the protection feature rather than that of 
savings or investment, in the authorita- 
tive opinion of Thomas J. V. Cullen, editor 
of The Spectator. Writing in the July is- 
sue he cites the growth of social power of 
the low-income class concurrently with in- 
stability of employment of the broad 
masses who in the past furnished the basis 
for business. 

A greater percentage of people are com- 
pelled to work, with 43% gainfully em- 
ployed in 1939 against 30% in 1880, but 
he points out that while the number of 
“‘wage-earners” increased only 10%, that 
of clerical and sales workers nearly tripled 
— from 65% to 183%. Urging an 
experimental approach, Mr. Cullen said: 
“In carrying out its program of Social Se- 
curity, the Government is not likely to 
stop with the underprivileged. If history 
is any criterion, the action of the Govern- 
ment may.be expected to maintain its mo- 
mentum until it reaches into the heart of 
the life insurance institution. As an in- 
vestment originally made on an apartment 
house 90 per cent rented changes its valu- 
ation when the renting is no better than 
40 per cent of capacity, so the institution 
of life insurance is confronted with the 
need of reconsidering its concept and its 
mission in the light of the new social and 
economic trends.” 

Reporting that 80% of premiums (in 
dollar amount) are paid by families with 
income over $1,500 a year, according to 
Bureau of Labor Statistics 1936 study, the 
following table is appended: 


Income Families 


Of the 38,436,000 policies of life insur- 
ance in force (as of Dec. 31, 1940) the 
average is indicated at $2,100, with two 
and a half policies per holder estimated, 
making a total of 15 million policyholders 
in the United States. Thus, the author 
concludes, the future of the business de- 
pends in large measure if not essentially 
upon its ability to provide a social service 
to the majority of the population, with 
chief consideration to solvency of the na- 
tion and, no less, that of the individual. 
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Customer Relations Department 
Established 


Functions pertaining to customer rela- 
tions and correspondent banking which 
were formerly handled by various depart- 
ments are now consolidated into a new De- 
partment at Union Bank & Trust Co., Los 
Angeles, under the management of Mr. Rob- 
ert H. Bolman, Assistant Vice-President. 

The bank’s growth and the increasing 
importance of public relations provided the 
motive for a separate department of Cus- 
tomers Relations, according to President 
Ben R. Meyer. “In this new department,” 
stated Mr. Meyer, “we will coordinate all 
the efforts now being expended throughout 
the bank. Previously, the many functions 
now under the direction of Mr. Bolman 
were handled by whatever department it 
concerned most. By closer cooperation 
duplication of effort will be avoided and the 
bank as well as the public will be bene- 
fited.” 

Under Banks and Bankers’ Department, 
Mr. Bolman will be the “clearing house” 
for matters pertaining to correspondent 
banking. 


Total Premiums Paid to 
Life Insurance Companies 


5 per cent 
12 per cent 
23 per cent 
60 per cent 


100 per cent 


Up to $1000 
Upto 1500 
Upto 2250 
Over 2250 


12,254,547 or 41.7 per cent 
6,747,916 or 22.9 per cent 
5,661,278 or 19.3 per cent 
4,736,559 or 16.1 per cent 


29,400,300 100.0 per cent 
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British Banking Information 


New Cooperative Service Emphasizes Social Values 


ARTHUR V. BARBER 
Bank Press Relations Officer, London 


HE Banking Information Service is 

a pioneer undertaking with offices in 
the City of London and is engaged in 
publicity work for a group of large clear- 
ing banks whose aggregate deposits 
amount to £1,500,000,000.* 

Upon announcement of its inaugura- 
tion in January of this year, the Service 
received a highly favorable Press which 
included world-wide comment and it was 
gratifying to learn from the Editor, 
when he invited me to make this short 
statement, that the readers of Trusts 
and Estates are likely to be interested 
in its work. 

A departure such as this is novel to 
British banking. The classical proverb 
which runs “The mind conscious of right 
smiles at the lies of evil” has become a 
sub-conscious motto of public-minded 
bankers. In Britain, after the rough 
passage in which many banks failed 
shortly after the Napoleonic wars, the 
history of banking on the whole shows 
development to great strength, particu- 
larly in the case of the joint stock and 
branch banking institutions. 

Nevertheless the public, or a large 
section of it, criticises the banks. This 
is only natural, though; banks are re- 
garded as wrapt in mystery, because 
their functions and services to the pub- 
lic are either taken for granted or else 
misunderstood. Mystery breeds suspic- 
ion as well as awe. “Why should not 
banks suffer in hard times? Why should 
they create credit?” Such are sam- 
ples of the kind of question that exer- 
cises many who, though uninformed, 
none the less find a ready “press.” Hu- 
man nature is such that unfavorable 
comments and views are better news- 
value than appreciative expressions. So, 
also, adverse critics are more vocal than 
those who take for granted the services 
which banks render. 


*Cf. Note at page 481, T. & E., May. 


Scope of Service 


HE dignified attitude of ignoring at- 

tacks that are due to lack of infor- 
mation may or may not have been suit- 
able at a time when the possession of a 
banking account was the prerogative of 
the well-to-do, but now that the banking 
habit has been developed by the small 
man, there is undoubtedly a need for pro- 
viding information, both through the 
press and by other means, regarding 
banking matters which are so commonly 
misunderstood, and especially today, 
those which are connected with the war 
financing. 


The work of the Banking Information 
Service is not concerned merely with 
repudiation of press attacks. In practice 
it does not seek to refute all unfavorable 
statements that appear here and there. 
It aims at providing the press with pos- 
itive information and news on any sub- 
ject pertaining to banking. Thus it acts 
as a two-way service. The press is al- 
ways receptive to news stories and is 
interested in featuring prominent per- 
sonalities. Occasions arise in which the 
Service takes advantage of this to bring 
some aspect of banking before a wide 
public. 


Anticipating Technical Questions 


HE Financial Press in the course of 

routine seeks information on a host 
of technical points relating to banking 
practice, e.g., Treasury Deposits and Tax 
Reserve Certificates, and the Service is 
available to deal factually with any mat- 
ters of financial controversy, not neces- 
sarily connected with banking. As an 
example, the question of lending free of 
interest to the Government for war pur- 
poses or of making money over to the 
Government lately called for an authori- 
tative and explanatory letter, at the re- 
quest of the Daily Telegraph. 
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The May number of Trusts and Es- 
tates contains an article by Mr. John H. 
Morse on bank advertising in which he 
advocates something more than the 
names of directors and illustrations of 
front doors. In the same issue appeared 
a quotation of a statement by the Chair- 
man of Lloyds Bank Ltd., of the war 
service which the banks are rendering in 
connection with clothes coupon ration- 
ing. Following a suggestion made by 
the Banking Information Service a use 
has been found for advertising of a kind 
which adds topical interest and prac- 
tical value to bank advertising. 

Invitations are received from various 
bodies to deliver a speech, to attend a 
function or to prepare a syllabus for 
a study group. No opportunity is neg- 
lected for providing information as a 
means of improving goodwill. 


Propaganda is a word which is cap- 
able of being accepted in various senses, 
but if it is true as was once said, that 
the first axiom of propaganda is that only 
truthful statements be made, the Bank- 
ing Information Service may be regarded 
as an instrument of propaganda for cer- 
tain banks, whose vital public interests 
it was organized to serve. 

[Ed. Note: Just as we were going to 
press, Mr. Barber advised us that the 
service described in his article has been 
extended to the eight Scottish Banks. ] 





Perry Re-appointed 


Governor Hurley of Connecticut has re- 
appointed Walter Perry State Banking 
Commissioner, to continue in his position 
for the remainder of his present term of 
office, despite previous action by the State 
Retirement Commission which retired the 
74 year old Commissioner in accordance 
with the State’s mandatory retirement 
statute. 


—_—_—0 
War Bonds Sold at Premiere 


A novel plan for stimulating war bond 
purchases produced sales of more than 
$1,000,000 in Tulsa, Oklahoma, recently. 
Tickets for the premiere of a hit motion 
picture were obtainable only with the pur- 
chase of a bond. Full details of the plan 


are covered in the current issue of Okla- 
homa Banker. 
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Competition for Executorships 


Trust institutions were appointed in only 
30% of the testate estates of $100,000 and 
over probated during 1941 in Cook County, 
Ill., largest single probate jurisdiction in 
the country, according to an article in July 
Burroughs Clearing House, by Paul P. Pul- 
len, new business officer of Chicago Title 
& Trust Company which made the survey. 
In the $25,000 to $50,000 bracket, corpor- 
ate fiduciaries received only 18% of the ap- 
pointments, while in the $50,000 to $100,000 
group they obtained 23% of the business. 

The Trust Company has been making 
these surveys for the past fifteen years and 
Mr. Pullen points out that while the per- 
centage of testate estates has increased 
during this period, due probably to the edu- 
cational work carried on by trust institu- 
tions, the proportion of corporate executor 
appointment in all wills has in fact de- 
clined sharply in that time, although there 
has been a modest gain—to 6%—in the past 
three years.. In 1929, 40% of all estates 
were testate; in 1941, 44%, with the high 
mark of 51% in 1937. 

The solution offered by the author is a 
comprehensive jointly sponsored public re- 
lations program on the part of local or 
state fiduciary associations — something 
more than a cooperative advertising cam- 
paign — perhaps dovetailed with a na- 
tional effort by the A.B.A. Trust Division, 
similar to the successful one conducted two 
decades ago. 

Se 


Australian Trust Company 
Sets Record 


The number of new estates, settlements, 
and attorneyships acquired by Bagot’s Exe- 
cutor and Trustee Company Limited of 
Adelaide, Australia, for the year ending 
March 31, 1942, exceeded that of any pre- 
vious annual period, according to the com- 
pany’s report which recently reached us. 

The aggregate value of new business for 
the year exceeded £500,000. The number 
of notifications by the company of its ap- 
pointment as executor and trustee of wills 
established a record. 


ne 


Municipal Financing Drops 
New State and municipal financing in 
July amounted to $47,670,925, the smallest 
July total since 1906, according to the Daily 
Bond Buyer. The total for the first seven 
months of this year was $390,841,468, com- 
pared with $886,392,388 last year. 
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Corporate and Personal Agency Opportunities 


GEORGE E. PARKER, JR. 
Vice President, National Bank of Detroit, Mich. 


EVERAL factors should make this 

year a particularly good time to solicit 
trust business. In the first place, all 
corporations, large and small, are begin- 
ning to feel the effects of the Selective 
Service Law. Expansion in the volume 
of business places a great premium on 
experienced employees and often not 
enough will be left to fill the key posi- 
tions. By turning over stock transfer 
work to a trust department, the men 
whose time was formerly devoted to these 
duties may be spread through the organ- 
ization in positions in which their expe- 
rience and their knowledge of the affairs 
of the company will be of the greatest 
value, particularly in the Treasurer’s De- 
partment, the Personnel Division, or the 
Audit and Control Divisions. 


Smaller companies may find that all 
transfer work for a year may be per- 
formed by a bank or trust company for 
a fraction of one month’s salary of the 
officer—treasurer or secretary—whose 
time is freed from these troublesome 
transactions. Where transfers have been 
handled by the company attorney we may 
find that he has entered government ser- 
vice and that transfers are being unduly 
delayed and then handled by an officer of 
the company not particularly well versed 
in such matters. Mistakes are bound to 
result that may be costly to the company 
and cause inconvenience to the _ stock- 
holder. 


In these days of higher corporate tax- 
es, the net cost of stock transfer service 
to the average corporation is less than 
ever before. Before soliciting this type 
of business it is worthwhile to determine 
from the last annual statement of the 
company the approximate income tax 
bracket in which the company is placed 
and to present estimates not only of the 
gross cost but also of the net cost. 


From address delivered before Michigan Bankers 
Assn., Trust Division. 


Another corporate trust service which 
has been in increasing demand in recent 
years includes pension and other types of 
employees’ trusts. The benefits of the 
Social Security Act are not sufficient to 
make retirement attractive to many busi- 
ness employees, and as a supplement 
many corporations have created their 
own pension plans to allow older employ- 
ees to be retired at appropriate times. 
We are neglecting one of our duties if 
we do not call this service to the attention 
of our corporate customers. It is one 
of the means of building employee morale 
and management of business enterprise. 
An incidental benefit of these services to 
trust institutions is that they naturally 
lead to a consideration of the estate plan 
of the employees. 


Business Plus Personal Assets 


Take a typical example. Mr. X is 
forty years old, married and has two 
children. He is employed by a company 
at a salary of $10,000 a year, has re- 
quired most of his earnings for living 
expenses but has maintained $20,000 of 
ordinary life insurance and owns securi- 
ties worth $3,000. You would probably 
feel that you had not found a particularly 
desirable prospect. However, if the com- 
pany employing Mr. X has a pension 
plan, we may find the following: At age 
65 Mr. X may retire with an income of 
$3,600 a year; and the life insurance con- 
tract held in the pension trust also pro- 
vides a death benefit of $30,000 in the 
event of death before age 65. 


Added to the $20,000 of ordinary life 
insurance, this gives a total of $50,000, 
which might be made payable under a 
life insurance trust agreement for the 
benefit of his family. At standard fees 
—subject to a minimum of $150 a year— 
I believe that most trust institutions 
could handle this business at a moderate 


*Profit Sharing and Pension Plans, by Winslow 
and Clark. 
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profit. There is, of course, also the pos- 
sibility of Mr. X’s insurance benefits be- 
ing increased during his lifetime. 


If he should now enter into an agency 
agreement with a trust institution plac- 
ing in the account his securities and 
planning, but not agreeing, to deposit 
$100.00 a month as a systematic means 
of saving, what would be the result? 
Most institutions providing agency ser- 
vice of this type for the custody of se- 
curities, analyses of them, and recom- 
mendations as to investments, have a 
minimum charge of $150 a year. At first 
glance this seems high for an account of 
this size at the beginning, but by check- 
ing the proposed provisions of the 1942 
Revenue Act we find two items to con- 
sider. The first is that the Ways and 
Means Committee of the House has ap- 
proved the recommendation made by the 
Treasury Department to allow as a de- 
duction in the computation of income 


NOW IN PREPARATION 
10th edition 


DIGEST OF IMPORTANT 
CHANGES IN FEDERAL 
TAXES 


(TO BE BASED ON 1942 REVENUE ACT) 


Trust Officers and Publicity Directors of leading 
banks are placing orders NOW for this informa- 
tive tax folder. 


Distributed by mail—over the counter—or 
with statements, it stimulates inquiries and 
frequently develops new business. 


Ten pages, convenient mailing and pocket 
size. Includes Bank imprint and back page 
description of Trust and other Department 
services, (in quantity, unit cost 2 to 5 
cents). 


Write now for 1941 samples and pre- 
publication price list for 1942 folders. 


TAX PUBLICATIONS CO. 


53 State Street Boston, Mass. 
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tax, the expenses incurred in the produc- 
tion of non-business income. Also, indi- 
vidual income tax rates are increased so 
that on income over $10,000 a year the 
combined normal and surtax rate for Mr. 
X is approximately 35%. Thus his net 
cost of agency service in place of being 
$150 a year is actually less than $100. In 
return for this cost he establishes a 
method of saving, secures investment ad- 
vice, obtains facilities for custody of his 
securities, and builds permanent records 
for income tax and other purposes. 


If this program is carried through for 
twenty-five years, at which time Mr. X 
will be 65 years of age, he will have de- 
posited a total of $30,000. If interest 
and dividends averaging 3% were al- 
lowed to accumulate, the fund would be 
worth about $45,000. 


The death benefits of the insurance 
contracts in the pension trust will, of 
course, decrease from that point on, as 
part of these values will be used in pay- 
ment of monthly installments on the pen- 
sion. The insurance need, however, is 
less because of the greater age of Mrs. 
X and because the children will not be 
dependent on Mr. X. Thus, the trust in- 
stitution has had an agency account for 
25 years which, due in part to the mini- 
mum fee clause, has been profitable, and 
with similar clauses in the life insurance 
trust agreement and in the will, that 
business should also be on a profitable 
basis. 


I think we may well consider methods 
of providing trust service for people of 


more moderate means. But at the same 
time increased advantages of trust ser- 
vice to our wealthier group are also pres- 
sent. The proposal to allow as a deduc- 
tion the expenses incurred in the han- 
dling of personal property may be worth- 
while. For example, an individual own- 
ing $500,000 of securities producing an 
income of $25,000 a year will probably 
find himself in 1942 in a top income tax 
bracket of about 57%. If our charges for 
handling a fund of this size amount to 
$2,000 he may obtain this service at a 
net cost of only $860 considering that the 
$2,000 fee is a deductible item. 





THE TRUST MARKET 


Trust New Business Column 


SECRET BALLOT ON WILLS:- 


NE of the most interesting surveys 

to come to our attention in a long 
time was recently conducted by the Union 
& New Haven (Conn.) Trust Company. 
In the June issue of their Journal dis- 
tributed monthly to a list of some 4,800 
names, there was enclosed a “Secret Bal- 
lot” questionnaire on wills. On the basis 
of a better than 10% return, the replies 
revealed the following information (per- 
centages shown apply to number answer- 
ing each separate question) : 


Yes 
68% 


No 

. Have you made a will? 32% 

. If so, did an a 
draw it. 

. Do you keep it in @ 
place as safe as a safe- 
deposit box? . . 

. Do you review it pe- 
riodically? . dss 

. Have you informed 
your executor and trus- 


94% 6% 


90% 10% 


76% 


tee-to-be of his — 
ment ? , 

. If you have not made a 
will, why not? 
a. I do not have suffic- 
ient property to make a 


will worth while . 32% 
b. I prefer to let 
my estate pass un- 
der the intestate 
— , . 4% 
“7 haven't g ot 
pth ate ee. 
d. Any other rea- 
son . 11% 


The bank didn’t stop here. In the July 
issue, reporting the results of the ques- 
tionnaire, it seized the opportunity to 
answer a large number of questions and 
comments raised by those who responded. 
We take the liberty of quoting several 
passages from the Journal. 


“In reply to the second largest group 
of those who have not made Wills— 
because of insufficient property to make 
a Will worth while—we would make two 
comments. 


53% 


“First, it is our experience that the 
smaller the estate, the more important 
it may be to take particular care in pass- 
ing it on. By that we mean that no step 
should be overlooked that would help 
hold estate shrinkage to a minimum. 
Thoughtful consideration of a Will, even 
though a Will may not ultimately be 
used, should allow all avenues of economy 
to be explored. 


“Second, should an estate be so small 
that one had only a few keepsakes and 
other personal items to leave, the ab- 
sence of a Will might prevent their go- 
ing to some one who might ordinarily 
expect to receive them or who might 
most appreciate them. In short, we 
would say that a Will or some other 
positive act disposing of property is the 
part of wisdom. Not the amount of 
property you leave, but seeing that it 
reaches the right hands without delay, 
disputes or unnecessary shrinkage, is the 
thing that seems important to us. 


“Another reason for ‘no Will’ which 
cropped up frequently was the use of a 
joint bank account and joint ownership of 
real estate and securities, with the sur- 
vivor taking all. This practice may at one 
time have been effective in minimizing 
tax shrinkage. Recently, however, it has 
received considerable attention as legis- 
lators have attempted to plug so-called 
‘tax loopholes.’ As a result it is pos- 
sible that the value of joint ownership 
as a means of achieving tax economies is 
now considerably overestimated. Here 
is a subject on which, in our opinion, 
the advice of an attorney is particularly 
important.” 


Recognizing that these are days when 
the questionnaire idea is greatly over- 
done, we would say that the experience 
of the Union & New Haven justifies 
adoption of the scheme by other banks. 
As one reply stated, “I’d say it was 
none of your business if I didn’t know 
your object is good.” 


* * * 
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JOINT USE OF REVENUE ACT 
ANALYSES: 


F experience is any guide, banks will 

be distributing syndicated pamphlets 
and booklets on “The Revenue Act of 
1942” the moment the President affixes 
his signature to that historic measure. 
With special reference to the attorneys 
on the mailing list, the method of distri- 
bution has always seemed to this depart- 
ment to be wasteful and ineffective. To- 
day, with premiums on material and 
time, it is doubly so. 


What actually happens? The attorney 
receives anywhere from two to a half 
dozen—maybe more—‘“analyses” of the 
Act, each different in appearance, per- 
haps, but all containing essentially the 
same information. So every one after 
the first is filed—in the waste basket, 
with no more than a glance—if that 
much—to see who sent it. 


At this point, let us hasten to make 
clear that these brochures are excellent 
things; certainly every attorney should 
have one—but one—for its concise pic- 
ture of important changes, of which 
there will be many this year. Our 
thought on the matter would be for 
those banks in a community which con- 
template sending out such a piece to 
get together and do it under joint spon- 
sorship, thus saving a lot of time, money 
and paper. Of course, the usual objec- 
tions to cooperative advertising will be 
voiced. To that we can only suggest 


reference to page 477 of the May 1942 
issue, adding just this purely personal 
observation: 


one booklet with two or 
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four or six bank names on it—and pre- 
served—should be more effective than a 
booklet with one name on it but rele- 
gated to the basket. 


* * *% 


Random Notes: 

“You don’t need a will:”—This start- 
ling line appeared in bold face type in 
a recent life insurance company adver- 
tisement. If you read on, it said, in light 
face, “to leave your life insurance money 
exactly as you desire.” Some mention 
might have been made of the importance 
of a will otherwise. 

“The War and Your Will:”’—Central 
Hanover Bank and Trust Company of 
New York has issued a booklet under the 
above title, contrasting old-style and 
modern trusts and emphasizing the im- 
portance of making time to put one’s af- 
fairs in order. Variations of principal 
payment plans under trusts are explain- 
ed. Worthy of comment also is the con- 
clusion: “Under normal conditions we 
would offer to send a member of our ex- 
perienced staff to your office. But war- 
time pressure of work limits the person- 
nel available for this purpose.” Sensible 
frankness. 

“Estate Architects’: The First Na- 
tional Trust & Savings Bank of San 
Diego, Cal., received many favorable 
comments on a newspaper advertisement 
which they recently ran under this title. 
The analogy of planning a sound foun- 
dation for an estate or trust, as one 
would a building, is brought out. 


Trust Assets Decline Slightly 
in Mass. 








Figures issued by the Massachusetts 
Commissioner of Banks reveal that trust 
departments of trust companies in that 
state were administering $1,190,941,000 of 
trust assets as of June 30, 1942. This repre- 
sented a slight drop from the $1,191,417,000 
reported at the close of last year. The di- 
versification of investments showed little 
change, with stocks at over 49% and non- 
government bonds at 19+%. Government, 
state and municipal securities increased 
from 18% to 19%%%, roughly. The num- 
ber of departments reporting was 47, as 
compared with 46 six months earlier. 
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Employees’ Trusts Under the New Tax Bill 


Enactment Would Compel Discontinuance and Liquidation 


PETER GUY EVANS 


Counsellor at Law; Certified Public Accountant; Income Tax Consultant; 
Assistant Secretary, National Starch Products Inc., New York City. 
Lecturer on Federal Income Taxes and Accounting at Rutgers University 


SENATE Finance subcommittee 

has recommended modification of 
the 70% coverage requirement set up 
in the House version of the revenue bill 
as a condition for exempting contribu- 
tions to employees’ trusts. They would 
reduce the proportion to 56%. At the 
same time, the subcommittee voted to 
relax the provision limiting the amount 
of immediate tax credit to 5% of the 
payroll. 

Even with the above recommendations 
the proposal would materially affect 
many valid existing trusts. The tax as 
well as the economic and social aspects 
would be far-reaching. 

Employees’ trusts would be exempt 
only if (a) the trust covers 56% or 
more of the employees with five or more 
years of service OR is found by the 
Commissioner not to favor officers or 
stockholders, AND (b) the benefits are 
non-discriminatory, except as to class, 
and lower paid employees. The 56% 
coverage provision is stringent, while 
consideration must also be given to the 
meaning of “non-discriminatory” both 
as to language and policy of the Com- 
missioner. 


Discouragement by High Cost 


F the trust qualifies under the tax 

laws, the employer deducts only up 
to 5% of a trust member’s earnings and 
the balance is spread over a period of 
sixty consecutive months beginning 
with the first month of the year in 
which such payment is made. Assume 
a corporation has a payroll of $1,200,- 
000 and a fixed obligation each Decem- 
ber of 10% for trust payments. Here 
only $61,000 would be deductible—the 
5% amounting to $60,000 plus 1/60 of 
the remaining $60,000, or $1,000. Sub- 
jected to the 90% excess profits tax, the 
corporation would pay a tax of $53,100 
on the $59,000 not allowed as a deduc- 
tion in 1942, but which can be amor- 
tized over the ensuing fifty-nine months. 
In other words, it costs $173,100 in 1942 
to put $120,000 in the employees’ trust. 


High costs will discourage both the 
creation of new trusts and the contin- 
uance of old ones. No careful manage- 
ment will take the responsibility if the 
deduction is deferred for four years 
during which period there is no assur- 
ance that there will be available profits 
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from which to make the tax deductions. 

The proposal affects to a greater ex- 
tent the so-called profit-sharing trusts. 
These become definite obligations of the 
Corporation only when there are profits. 
Generally, included are executives, jun- 
ior executives, engineers, chemists and 
others who contribute most to the suc- 
cess of the Corporation. 


Employees’ trusts and other such sys- 
tematic types of savings should have a 
definite place in American economic life. 
Since compliance with the law will be 
too costly the trusts will become extinct. 


Inflationary Effects 


ISCONTINUANCE of employees’ 

trusts will result in higher cash 
earnings. The increases granted to em- 
ployees in such cases result in addi- 
tional cash payments to them, with no 
small effect upon inflation. The em- 
ployees in seeking channels for the ex- 
penditure of this extra cash will hasten 
the inflation spiral. 

Cash bonuses have had some sad ef- 
fects on employees in that the funds 
were often spent on non-essentials, fu- 
ture obligations were committed, or liv- 
ing standards jacked up. This is ob- 
jectionable as the continuance of cash 
bonuses cannot be guaranteed. Al- 
though employees rely on bonuses, they 
seldom, if ever, take them into account 
in figuring their salaries. 

The O.P.A. is trying to limit the sup- 
ply of money in the hands of the em- 
ployees, yet the Treasury, in placing re- 
structions on employees’ trusts, is ac- 
tually inviting inflation. 

That the Treasury derives no taxes 
on payments made to employees’ trusts 
is not material despite the fact that the 
Corporation gets a tax deduction. The 
tax on the employee is merely deferred 
and who can say what the tax rates of 
the future will be. The derivable tax 
revenues from this source are negli- 
gible. 


Other Factors 


 Saadppsetoterend trusts stabilize labor, 
an especially important considera- 
tion because of current labor pirating 
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and job switching. Stabilization re- 
sults from the graduated manner in 
which the employer’s payments vest in 
the employee. The longer the employ- 
ee service, the greater interest he ac- 
quires. Participants in profit sharing 
trusts are good prospects for promotion 
to higher positions. 


Employees’ trusts are excellent in- 
vestors in Government bonds. With 
their elimination a _ sizeable market 
would disappear. The employees re- 
ceiving cash bonuses would not buy as 
many bonds as the trusts. 


It is not easy to keep wages and sal- 
aries in line with an employee’s worth. 
The basic salaries of two employees 
may be the same, but if one contributes 
more valuable services he should be 
properly rewarded. Furthermore, the 
worth of such services may vary from 
year to year and the management 
through the medium of a flexible em- 
ployees’ trust should be able to reward 
employees accordingly. The measure, 
no doubt, would tend to equalize wages 
without regard to the value of the in- 
dividual. At the same time, however, 
it would kill incentive and initiative. 


Limited Security 


HESE trusts are designed to pro- 

vide for the employee’s or his fam- 
ily’s security. Under the 5% proposal, 
it would take twenty years to build up 
a fund equal to one year’s salary. If 
the employee pays a like amount, then 
in twenty years, a $5,000 a year man 
would have a fund of approximately 
$13,000 on a 24%2% basis. At that rate, 
the pensioner would get about $300 an- 
nually, provided he did not invade the 
fund, because he may wish to leave an 
“estate” to his dear ones. How far 
will $300 a year go? 


However, if the fund is to be paid out 
during the probable life of the pension- 
er, then 5% of an employee’s salary will 
provide a monthly retirement benefit at 
age 65 of: 

37% of he enters the plan at age 20. 

24% if he enters the plan at age 30. 

14% if he enters the plan at age 40. 

7% if he enters the plan at age 50. 








ESTATE PLANNING 


From the above it is obviously un- 
sound to limit the deduction to a flat 
5% for all employees regardless of age. 


Flexibility Desirable 


HE deduction limitation, if any, 

could be based on say 15% or 25% 
of the net before taxes, so as to insure 
the successful continuance of the Corpo- 
ration. The Government will have to 
look to the successful Corporations to 
carry the great tax load of the future. 

Instead of a fixed limitation, the spirit 
of the tax law could be carried out by 
applying the test of reasonableness. If 
the salary plus the payment to the trust 
is not really reasonable compensation 
then the unreasonable portion could be 
disallowed as a deduction. 

It is unfair to cry “hidden dividends” 
merely because of some situations where 
advantage is taken of the present law. 
Most abuses are found in closely held 
corporations where a few comprise 
practically all the stockholders, officers, 
directors, and participants of the trusts, 
but such situations can and should be 
dealt with individually. 

Everyone should be willing to pay 
taxes to the limit of his ability. Buta 
wise tax bill should through employees’ 
trusts encourage savings and help build 
up security and independence for old 
age. At the same time it will also pro- 
vide funds for war finance purposes. 


New Life Insurance Here and 
and in Canada 


New paid-for life insurance for July 
showed a decrease of 6.0 per cent as 
against July of last year, The Association 
of Life Insurance Presidents reported re- 
cently to the United States Department of 
Commerce. The amount for the first seven 
months of this year was 6.7 per cent 
greater than for the corresponding period 
of 1941. 

Up 20 per cent for the first half of this 
year, as compared with the same period 
in 1941, the total of new ordinary life in- 
Surance sales in Canada and Newfound- 
land from January to June, inclusive, was 
$238,780,000, according to figures com- 
piled by the Life Insurance Sales Research 
Bureau and released by the Canadian Life 
Insurance Officers’ Association. 


Inland 
Safekeeping 


for Your 
Valuable 


Documents 


Banks and trust com- 
panies on both coasts are giv- 
ing serious thought to the 
question of transferring valu- 
able documents inland for 
safekeeping. If this is your 
problem . . . we suggest that 
you consider our services 
under a safekeeping or agency 
agreement. 

Chicago Title and Trust 
Company’s experience with 
safekeeping of valuables is 
unsurpassed in the Middle 
West. In our vaults are de- 
posited the records that form 
the basis for guaranteeing title 
to Chicago real estate. The 
oldest of these documents 
antedate the great Chicago 
Fire when all other real estate 
records perished. We offer 
you our facilities as well as 
full co-operation on all your 
fiduciary matters in Illinois. 


CHICAGO 
TITLE & 


TRUST 
COMPANY 


69 WEST WASHINGTON ST. 


CHICAGO 


Business Established 
in 1847 





What Has Banking to Offer 
As A Career? 


Two of the three prize winners in the 
Central Hanover Quarter Century Club’s 
essay contest under the above title, went 
to employees in the bank’s trust department. 
Top honors went to T. W. Fowler of Per- 
sonal Trust Security Analysis; second prize 
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Social Security Extended 


Employees of some 1,175 banks which 
operate under State charters and were 
members of the Federal Reserve System 
prior to January, 1940, will have their bene- 
fits under the Social Security Law substan- 
tially increased as the result of a recent re- 
versal of a previous ruling by the Commis- 
sioner of Internal Revenue, the effect of 


to T. A. Sullivan of Trust Investment De- 
partment; third award to E. O. Thol, Busi- 
ness Development Department. The win- 
ning papers are collected in a pamphlet. 


which is to extend retroactively for three 
years the period in which they were in “cov- 
ered employment” and eligible for Social 
Security benefits. 





TO EXECUTIVES: 


NOW YOU CAN HELP 


Goon luare 


New Treasury Ruling Permits Purchases UP TO $100,000 


In Any Calendar Year of Series F and G WAR BONDS! 


= This is not a new Bond issue and not a new series of 


War Bonds. Thousands of individuals, corporations, 

labor unions, and other organizations have this year 

already purchased $50,000 of Series F and G Bonds, 

the old limit. Under the new regulations, however, these 

Bond holders will be permitted to make additional pur- 

chases of $50,000 in the remaining months of the year. The 

new limitation on holdings of $100,000 in any one calendar 

year in either Series F or G, or in both series combined, is 
on the cost price; not on the maturity value. 

Series F and G Bonds are intended primarily for larger 
investors and may be registered in the names of fiduciaries, 
corporations, labor unions, and other groups, as well as 
individuals. 

The Series F Bond is a 12-year appreciation Bond, issued on 
a discount basis at 74 percent of maturity value. If held to 
maturity, 12 years from the date of issue, the Bond draws 
interest equivalent to 2.53 percent a year, computed on the 
purchase price, compounded semiannually. The Series G 
Bond is a 12-year current income Bond issued at par, and 
draws interest of 2.5 percent a year, paid semiannually by 
Treasury check. 


. SAVE WITH 
Pyruroon 4 


War Savings Bonds 


This space is a contribution to 


America’s All-Out War Program by Crusts and Estates 





ESTATE PLANNING 


Trends in Estate Planning 


HENRY S. KOSTER 
Director, Estate Analysis Co., New York City 


ESTATE TAX POSITION OF LIFE IN- 
SURANCE POLICIES :— 


EOPLE who carry life insurance pol- 

icies should be giving particular at- 
tention to the manner in which the forth- 
coming Revenue Act of 1942 may affect 
the estate tax position of their policies. 
Taking into consideration the position of 
the Treasury Department, the tax bill 
as passed by the House, and the deliber- 
ations of the Senate Finance Committee, 
we find that the result may be that any 
one of the following factors may cause 
life insurance proceeds to be taxed in 
the estate of the insured: 


(1) Possession by the insured of any 
of the incidents of ownership. 
Payment of any premiums by the 
insured, directly or indirectly. 
The January 10, 1941 Rule. 
Possibility of tax being levied 
under some other section of the 
tax law, not relating specifically 
to life insurance. 

Specific exemptions and non-ex- 
emptions. 


Although we are still in doubt as to 
the ultimate text of the law, it is essen- 
tial that policyholders start reviewing 
certain important matters pertaining to 
their life insurance. The following 
check list of questions and points repre- 
sents an example of some of the things 
to look for. 


(1) Incidents of Ownership Held by In- 
sured—Any one of the following “inci- 
dents of ownership” in the insured might 
prove sufficient to cause the proceeds of 
the policy to be taxed as part of his 
estate: 


(a) Power to change beneficiary. 

(b) Power to surrender or cancel the 
policy. 

(c) Power to assign the policy. 

(d) Power to revoke the assignment. 


Power to pledge the policy for a 

loan. 

Power to obtain from the insur- 

ance company a loan against the 

surrender value of policy. 

Right to receive dividends. 

Right to change policy to another 

form of insurance with the same 

company. 

(i) Right to apply cash values to the 
optional forms of settlement. 

(j) Right to receive disability bene- 
fits. 


(g) 
(h) 


(2) Payment of Premiums by Insured, 
Directly or Indirectly— 


(a) Paid by insured, directly. 

(b) Paid by wife (or other person) 
out of funds given to her by in- 
sured. 

(c) Paid by corporation of which in- 
sured is sole or principal stock- 
holder. 

(d) Paid by a trust, income from 
which is taxable to insured. 


(3) The January 10, 1941 Rule—(This 
rule provides that if the insured did not 
hold any incident of ownership after this 
date, then the premiums he may have 
paid prior to such date would not alone 
cause any of the insurance proceeds to 
be taxed in his estate). 


(a) Did insured give up all incidents 
of ownership prior to January 10, 
1941? 

(b) Did insured pay any premiums 
after January 10, 1941? 


(4) Possibility of Tax under Some Other 
Section of Tax Law, Not Relating Spec- 
ifically to Life Insurance— 


(a) Did insured transfer incidents of 
ownership “in contemplation of 
death?” 
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(b) Did insured transfer incidents of 
ownership, reserving to himself a 
reversionary interest if transferee 
predeceases him? 


(5) Specific Exemptions and Non-Ex- 
emptions— 

(a) Proceeds of all insurance payable 
to or for benefit of insured’s es- 
tate are fully taxable, regardless 
of the status of any of the above 
mentioned factors. 


$40,000 of insurance proceeds of 
policies owned by insured and pay- 
able to named beneficiaries are ex- 
empt under present tax law, but 
the new tax bill, as passed by the 
House, has eliminated this specific 
exemption for life insurance. (It 
is, of course, possible that it may 
still be in the final bill, if the 
Senate takes such action.) 


* * * 


APPOINT A TRUST COMPANY, OR 
ELSE :— 


EW people have a full appreciation 

of the Trust Department of a Bank 
and fewer still know the various ways 
in which a trust company can be used 
in the conservation of their estates for 
the benefit of their heirs. In these days 
of complex economics, placing the man- 
agement of an estate in proper hands is 
of vital importance. Following are some 
of the stock objections by people who 
say, “I will not appoint my bank as ex- 
ecutor and trustee under my will.” An 
answer is supplied for each. 


1. A bank charges too much; I can get 


it done for less. Trustees’ fees are usu- 
ally fixed by law or court order. A fee 
allowed to a bank is the same as that 
allowed to an individual person. If a 
wife is appointed, who is also the bene- 
ficiary, she naturally would not take a 
fee (no use charging herself). But other 
hidden expenses will start piling up. 
These would include extra fees to law- 
yers, investment counsel, accountants, 
etc., for help on matters unfamiliar to 
the wife. A competent trust company is 
thoroughly equipped for its business of 
estate management and does not have to 
hire outside administrative assistance. 
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2. Part of my estate is represented by 
an interest in a closely held business en- 
terprise; my bank cannot run it. As- 
suming this to be true, it is no reason to 
wreck the balance of the estate. Segre- 
gate the business interest and make spec- 
ial provisions for it. Either arrange for 
its sale to surviving stockholders; give 
it to a son who is in the business and is 
capable; set it up in a separate trust 
under the Will appointing separate trus- 
tees selected for their knowledge of the 
business. Then place the balance of the 
estate in another trust under the Will 
appointing a trust company as trustee. 


3. My wife is fully experienced in bus- 
iness; she can do as well as a bank. Let's 
analyze this statement. 


(a) Is any of her time taken up at 
home caring for the children and 
household duties? If so, she can- 
not be in the estate management 
business full-time. 


Is she keeping fully abreast of 
changes in the economic situation 
of the nation—yes, and of the 
world? 

Does she operate a competent re- 
search department in order to fol- 
low all trends in every industry 
and business activity? 


Has she a statistical department 
to follow the records of individual 
corporations, and is she able to in- 
terpret all influencing factors? 


Are the business acquaintances to 

whom she might apply for advice 

fully qualified in the above re- 

spects, and if they are so qualified, 

would they be apt to supply the 

same attention to a matter over 

which they have no responsibilty? 

It is obvious that no one person is 

possessed of the necessary experience and 

facilities properly to conserve capital 

continuously into the future. A qualified 
trust company is the only real answer. 


4. A bank is too impersonal; it is sim- 
ply a matter of cold business to them. 
Overlooked is the fact that the staff of 
a trust department consists of human 
beings. They might even be considered 
more “human” than the average person 
since it is their job to advise and be 
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helpful to widows and children. How- 
ever, for those who desire it, some prop- 
erly selected individual could be ap- 
pointed under the Will to act as co-trus- 
tee with the trust company. In this case 
both trustees must act jointly and the 
trust company could do nothing without 
the consent of the individual co-trustee. 

As stated in previous issues of this 
column, the primary job confronting the 
person making a Will is to select the 
most competent trustee available, and 
then to assign to such trustee full powers 
to make the distributive and managerial 
phases of the trust as flexible as possible. 
Only through full flexibility can family 
capital be conserved. But the trustee 
must be competent to combat the destruc- 
tive economic influences that also con- 
front us in the days ahead. 

There are many other reasons why a 
trust company should be appointed as 
trustee of the family funds, and, of 
course, there are other objections raised 
by the man on the street. But whatever 
the objection raised, it can be refuted 
just as completely as the above ‘“‘stock 
objections.” The heirs of the person who 
refuses to “know his trust company” and 
therefore does not appoint it trustee or 
co-trustee under his Will, are the ones 
who will be left vulnerable to the con- 
sequences of inefficiency, mismanage- 
ment and waste. 


[Ed. Note: Reprints of the above col- 
umn for distribution to trust prospects 
and others can be obtained at moderate 
cost from Trusts and Estates. Distribu- 
tion is exclusive for one institution in a 
community. Inquiries are also invited as 
to use of this monthly column as a reg- 
ular mailing piece.] 


Commissions on Real Estate 


Under a recent New Jersey statute (Laws 
1942, Ch. 258), whenever executors, admin- 
istrators with the will annexed, or trustees 
come into possession of real estate owned 
by the decedent during his lifetime and 
such real estate is not sold during the ad- 
ministration of the estate or trust, the rea- 
sonable value thereof may be considered as 
corpus receipts, or corpus which comes into 
their hands, for the purpose of fixing corpus 
commissions. 


The West’s Largest 
Trust Company 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 


Settlement or Trust? 


A series of articles analyzing various 
phases of insurance settlement options and 
their comparison with insurance trusts is 
being written for The Tarheel Banker by 
Frank D. Bozarth, associate trust officer, 
Durham (N. C.) Bank & Trust Company. 
In the first piece, the author explodes the 
fallacy that “the insurance company will 
do it for nothing,” showing by actual fig- 
ures the cost of servicing. 


The second article, acknowledging the 
value of the principal and income guaran- 
tees by the insurance company, neverthe- 
less points out the advantages of flexibility 
under insurance trusts. In the third in- 
stalment, yet to appear, Mr. Bozarth will 
discuss the North Carolina Intangibles Tax 
as applied to insurance trust estates. 


a 
Bowery Joins FDIC 


The Bowery Savings Bank of New York, 
largest mutual savings bank in the coun- 
try, has joined the Federal Deposit In- 
surance Corp. 





1882 @e MODERN FOR SIXTY YEARS ®@ 


CANADA 


HAS TWO LEGAL SYSTEMS 


Canada has one civil law Province and 
eight common law; these nine juris- 
dictions naturally exhibit wide differ- 


ences in their statutory requirements 
and business conditions. Through its 
comprehensive Branch organization 
the Toronto General Trusts is in close 
touch with fiduciary matters and is 
well qualified to offer ancillary service 
in Canada under corporate and 
personal trusts. This Corporation 


welcomes your inquiries. 


CANADA’S OLDEST TRUST COMPANY 


THE 


TORONTO 
GENERAL 
* TRUSTS * 


CORPORATION 


TORONTO MONTREAL OTTAWA WINDSOR WINNIPEG 
REGINA SASKATOON CALGARY VANCOUVER 
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Short Course for New Bank 
Personnel 


Chapters and study groups of the Amer- 
ican Institute of Banking throughout the 
country are being offered a new short in- 
troductory course in banking designed for 
the young, inexperienced employees now 
coming into banks to take the places of 
young men going into military service. 
The course is contained in a new textbook 
called “An Introduction to the Study of 
Banking,” completion of which has been 
announced by David E. Simms, National 
President of the Institute, and containing 
chapters on 

Starting Your Banking Career 

What Our Banks Do 

How We Americans Use Checks 

How Our Banks Lend and Invest Money 

Our Banks and the Public 

You and Your Bank 

How Our Banking System Grew 

How Our Banks are Regulated and Su- 

pervised. 

The book will be available in September 
to all chapters and banks, t the price of 
$1.50. 


0 —_——_ — 
Trust Research Streamlined 


Due to the exigencies of war, the Trust 
Research Weeks conducted by the Graduate 
School of Banking will for the duration be 
reduced to “Days.” Since January 1937, 
Director Gilbert T. Stephenson has con- 
ducted 36 “Weeks” in 110 cities and 29 
states. 

Under the new plan, Mr. Stephenson will 
devote at most two days to a city or com- 
munity and these will be places which have 
not previously had a Trust Research Week. 
The mornings will be devoted to a consider- 
ation of trust matters in which each institu- 
tion visited is especially interested; the 
lunch hour, to matters in which trust of- 
ficers are especially interested; the after- 
noon, to a conference for all staff members 
on technical administrative and operative 
matters; and the evening, to matters of 
policy and to executive matters of a gen- 
eral nature. 

If there is a law school in the community, 
the Committee on Arrangements would of- 
fer to have the Director deliver a lecture 
on some phase of will and trust drafting. 
As far as practicable each series of five 
Trust Research Days will be conducted in 
the same state or geographical area in the 
course of a week. 








Trust Functions as Source of Bank Earnings 


Statistics Prove Stability of Trust Department Income 


ANTHONY J. ZOLLER 
Manager, Financial Securities Division, Standard & Poor’s Corp., New York 


RUST departments have been both a 

stable and a fairly important source 
of bank earnings during the past six 
years. As indicated in Table 1, trust 
operations accounted for 6.9% of the 
gross income of all Federal Reserve 
member banks in 1936, 7.3% in 1937, 
exactly 7.0% in the following three years, 
and 6.6% in 1941. 

The decline in 1941 reflected the rela- 
tively rapid growth of loan income in 
that year, rather than a reduction in 
trust department receipts. Indeed, the 
latter were actually higher in 1941 than 
in 1940. 


Growth in Income and Accounts 


HILE the figures in Table 1 dis- 

close the relative importance of 
trust earnings, the actual dollar amounts 
involved are also enlightening. Ex- 
pressed in millions of dollars, the trust 
department income of all member banks 
in recent years was as follows: 


1932 1936 1937 1938 1939 1940 1941 
65 88 96 90 91 92 93 


Trust department earnings grew much 
more rapidly in the years 1932 to 1937 
than any other source of bank earnings. 
This situation reflected the fact that var- 
iations in security prices and activity 
have a direct bearing on the volume of 
income obtained by trust departments. 


The rapid growth of income from trust 
operations in the recovery years, how- 
ever, was also traceable to a substantial 
increase in the number of personal trust 
accounts. Among the factors accounting 
for this increase were (1) greater public 
recognition of the desirability of profes- 
sional servicing of portfolios, due to the 
many new factors which have entered in- 
to the securities picture, and (2) in- 
creasing complications with respect to 
taxes and other legal matters pertaining 
to estates and inheritances. These con- 
ditions have not changed in recent years. 





TABLE 1 


Source of Earnings—All Member Banks 
Percentage Distribution 


Interest and discount on loans 
Interest and divs. on investments 
Trust department 

All other 


1936 1937 
40.4 41.9 
38.3 36.4 
6.9 7.3 


14.3 14.4 


159 
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Hence, personal trust activities have con- 
tinued at a high level. 





Excluding Non-Trust Banks 


INCE Table 1 covers all member 

banks, including those without trust 
departments, it is a measure of the im- 
portance of trust activities in the whole 
banking structure. The bulk of the trust 
business, however, is carried on by the 
larger banks. This is indicated by Table 
2, which covers only the member banks 
in the New York District, with its large 
metropolitan banks. Trust department 
earnings account for a_ substantially 
larger proportion of gross earnings here 
than in other Federal Reserve Districts. 

Another indication of the greater im- 
portance of trust departments in the 
larger banks is provided by Table 3. The 
first column shows that trust department 
income of all member banks with deposits 
of less than $2,000,000 amounted to only 
0.4% in 1941, and that the proportion in- 
creased steadily with the size of the bank 
to 8.9% for banks with deposits of over 
$50,000,000. These figures, again, are 
based on totals for all banks, including 
banks which have no trust department 
earnings. 

The answer to the question—‘What 
proportion of gross income do banks with 
trust departments obtain from their 
trust departments?”—will be found in 
the second column of Table 3. Unlike 



































Interest and discount on loans 






Trust department 
All other 





Member Banks With Deposits 





Up to $2,000,000 






Over $50,000,000 








TABLE 2 


Source of Earnings—New York District Member Banks 
Percentage Distribution 


Interest and divs. on investments 


TABLE 3 


Proportion of Gross Earnings 
Obtained From Trust Department—1941 


Between $2,000,000 and $ 5,000,000 _.....__. 
Between $5,000,000 and $50,000,000 _.._.__. 


*Includes only banks which have trust department earnings. 
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the other ratios, the ratios in this column 
represent an average of the individual 
ratios. In other words, the second col- 
umn figures are arithmetic averages of 
the operating ratios of individual mem- 
ber banks, which means that the ratio 
for each bank carries equal weight in the 
computation of the average. Taking the 
banks with deposits of over $50,000,000 
as a group, for example, we note that 
the average proportion of gross obtained 
from trust operations in 1941 was 9.4%. 


Future Possibilities 


HILE the Federal Reserve publica- 
tions from which the statistics for 
this study were obtained show the gross 
income of trust departments, they fail to 
disclose the profitableness of trust opera- 


tions. The final net results doubtless 
vary considerably among individual 
banks. 


Whether the trend of net profits will 
be upward or downward depends upon 
many factors. One of the few factors 
which can be predicted with any degree 
of certainty is that the expense of hand- 
ling the average trust account will in- 
crease. This does not necessarily imply 
that trust department profits will decline, 
especially since trust fees can be adjust- 
ed upward in many cases. 

Indeed, the chances are that trust de- 
partment earnings will continue on a 
fairly even keel. 


1932 1936 1937 1940 1941 
_. Ae 35.4 37.1 36.1 37.7 
— 39.2 36.6 36.4 37.2 
sand 5.6 11.0 11.7 10.8 9.9 
ahi 13.1 14.4 14.6 16.7 15.2 





Based on *Based on 
Totals Individual Bank Ratios 
eee 0.4% 2.1% 
eee 7 3.0 
ee 5.8 5.5 
8.9 9.4 
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Full Time Service or None 


Illinois Banking Department Shows Dangers of Inexperience 


HERE are probably few bankers who 

have not been smitten, at some time, 
with the ambition to add a trust depart- 
ment to enlarge their service to the 
public, and profits to themselves. As a 
general rule they have made a pretty 
thorough survey of their communities 
and have a fairly good idea of the amount 
of trust business they can gather in as 
a nucleus. It is when asked what prep- 
arations they have made to handle that 
business that they become a bit vague. 


“Well, we haven’t worked out any of 
the operating details yet,” is the most fre- 
quent reply. ‘“‘We sort of figured on grad- 
ually working into it. Now, there’s young 
Jiggs, our Assistant Cashier. He’s been 
with us for five years and is going right 
to the front. He’s had two or three years 
at the University, he’s a glutton for work, 
makes friends and gets along with the 
customers fine and he’s been studying up 
on trusts lately. For a starter he could 
find enough spare time to look after our 
trust business until we could afford to 
make it a full time job.” 


Now young Jiggs won’t be the man for 
that trust department until he has had at 
least four or five years of good, hard, prac- 
tical training in trust management and ac- 
counting reinforced with a general knowl- 
edge of trust law. By that time he would 
at least know how to “size up” his trusts 
and some of the danger spots. By “sizing 
up” we mean the careful analysis of the 
indenture or order declaring the trust, that 
will bring out its full meaning, particular- 
ly the stated and implied duties and obli- 
gations of the trustee. 


From July Monthly Bulletin, issued by Arthur 
C. Lueder, Auditor of Public Accounts, Illinois 
Banking Department. 


(While all bank charters in Illinois 
contain trust powers at the time of is- 
sue, authority to accept and execute 
trusts is withheld until they qualify un- 
der the Illinois Trust Companies’ Act by 
making application to, making the re- 
quired deposit of securities with, and re- 
ceiving from the Auditor of Public Ac- 
counts, a special certificate of author- 
ity.) 


Corner Filler Usually a Hole 


It is quite true that bankers without 
special training in trust management have 
operated trust departments in a small way 
for a number of years without trouble or 
loss; but there can hardly be enough profit 
in that kind of operation to justify the 
bother, and there is always the ever 
present danger of damage judgments 
against the bank from oversights, faulty 
judgment, or carelessness, that may be ex- 
pected as a result of lack of experience 
and part-time attention. 


It is a grave mistake for any bank man- 
agement to regard and treat its trust de- 
partment as a “corner filler.” It might 
turn out to be just the opposite and be- 
come a “corner hole” through which bank 
profits would disappear as “trust depart- 
ment operating losses” or judgments, 


While banks are probably better organ- 
ized to handle trusts than any other cor- 
poration, with the exception of a trust 
company, the banking and trust businesses 
are distinctly different. This difference 
begins simultaneously with the relation- 


Courtesy of American Legion Magazine 
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ship between the corporation and the cus- 
tomer. 


Unfair and Costly Practices 


In the light of our experience, it seems 
unfair to thrust the responsibilities of a 
newly organized trust department upon a 
bank officer untrained in trust operation, 
and adding the further handicap of mak- 
ing it a part-time job. If sufficient busi- 
ness is available to make the venture at all 
worth while, an experienced trust man will 
develop it a great deal more rapidly and 
safely than an untrained bank officer giv- 
ing it only part of his time. 

During the depression years the Courts 
and this Department had their hands full 
of problems emanating out of mismanaged 
trust departments; and we might add in 
passing, our own impression that the 
Courts are inclined to deal quite sternly 
with the shortcomings of corporate trus- 
tees; and rightly so, for the public has a 
right to expect that the human lapses and 
frailties that might be expected from an 
individual trustee and perhaps condoned 
to some extent, should be entirely elimin- 
ated from a corporate trusteeship. Where 
in former years trust accounting was gen- 
erally carried on in a haphazard manner, 
today it is well standardized and usually 
under rigid audit control. Where former- 
ly investment policies and trust adminis- 
tration were dominated by one individual, 
trust officers now operate under the di- 
rection of committees to study and super- 
vise each phase of the trust department’s 
operations. 





PEOPLES-PITTSBURGH TRUST COMPANY 


Pittsburgh’s Oldest Trust Company «+ Serves the Country's Largest Corporatiors 


Main Office: Wood Street at Fourth Avenue 


Member Federal Deposit Insurance Corporation 
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We believe that corporate fiduciary ser- 
vice offers a real public benefit that should 
be made as widely available as possible 
BUT ONLY when its management is in 
trained and experienced hands. 

ee 


Bulletin on War Damage Insurance 


Coinsurance provisions of the War Dam- 
age Corporation insurance policy as they 
affect the insurance of bank property, and 
the mortgage investments of banks, are 
among the war damage insurance questions 
discussed in the current issue of the Pro- 
tective Bulletin of the Insurance and Pro- 
tective Department of the A.B.A. 

Using the question and answer method 
the Protective Bulletin raises and answers 
nine questions of special interest to banks. 
These deal with the insurance of bank 
owned buildings, other buildings owned or 
held in trust estates, mortgaged property, 
chattels and other collateral, money and 
securities, and the responsibility of banks 
as depositaries for fire insurance compan- 
ies acting as fiduciary agents of the War 
Damage Corporation. 

ee) 

“TRUST BUSINESS and the WAR” 
is the title of a symposium of brief ap- 
praisals which will be published in the 
September issue of Banking. This issue, 
known as the “Convention in Print” num- 
ber, will also contain a variety of com- 
mercial banking topics approximating 


those at the cancelled annual convention of 
the American Bankers Association. 
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Valuation of Series “G” 


HAVE read in the July issue of 

Trusts and Estates, H. D. Roschen’s 
excellent article entitled “Legal Hurdles 
in Common Trust Fund Operations.” I 
wish to comment briefly on the statement 
appearing on Page 88 from which I 
quote as follows: “The question of valu- 
ing Series ‘“‘G”’ War Bonds has been set- 
tled by the Federal Reserve Board which 
has ruled that they be valued at the cur- 
rent redemption price for each block held 
in the fund.” 


Inasmuch as our own plan contains a 
specific provision for the valuation of 
Series “G” bonds at their maturity value 
rather than at the current redemption 
value, we wrote to the Board of Gover- 
nors of the Federal Reserve System, sug- 
gesting that the Board give consideration 
to a revision or amendment of the rul- 
ing, referred to by Mr. Roschen, to the 
end that Series “G” bonds may be valued 
in the alternative at (1) their current 
redemption price; or, (2) at their ma- 
turity value, in accordance with which- 
ever provision is specifically made in the 
written plan under which the fund is 
operated. We received, under date of 
July 20, a letter from which we quote as 
follows: 


“We have been requested to advise 
you that while the use of either redemp- 
tion value or maturity value of such 
bonds has certain objections, the Board 
has expressed the view that the redemp- 
tion value is the most appropriate basis, 
since it represents the value at which the 
bonds may be currently redeemed. How- 
ever, Regulation F does not undertake to 
prescribe any precise method of valua- 
tion and merely requires that written 
plans for the operation of a common trust 
fund shall include, among other things, 
detailed provisions relating to the basis 
and method of valuing assets in the fund. 
Accordingly, even though the Board be- 
lieves that redemption value is the most 
appropriate basis, it is permissible to 
provide in the plan for operation of a 
common trust fund that Series G United 
States Savings Bonds shall be valued 
on the basis of maturity value and, where 


Bonds in Common Funds 


such provision has been made, the bonds 
should be valued on that basis unless the 
plan is amended. It is suggested, how- 
ever, that the basis of valuation be shown 
in audit reports and any other financial 
statements of the common trust fund.” 


We considered all the advantages and 
disadvantages of the respective meth- 
ods, and came to the conclusion that 
maturity value is the proper basis for 
valuation. It is true that our decision 
was largely influenced by the fact that 
the percentage of Series “G” bonds to 
the total investment portfolio of the 
fund will, under the policy presently 
prevailing, be at all times relatively 
small. However, the point is that the 
Federal Reserve Board has not laid 
down a hard and fast rule regarding 
valuation of Series “G” bonds. 


Statutory Authority 


Mr. Roschen further states in his ar- 
ticle under the paragraph heading “In- 
vesting Foreign Trusts in Common 
Fund” that “The following States per- 
mit common trust funds, and it would 
be well to compare the various acts be- 
fore operating a fund over State lines: 
Arizona, Delaware, Florida, Indiana, 
Kentucky, Louisiana, Massachusetts, 
Michigan, Minnesota, Missouri, New 
York, North Carolina, Pennsylvania, 
South Dakota and Vermont.” Iam sure 
that Mr. Roschen is referring to those 
jurisdictions in which specific enabling 
legislation has been enacted, although 
he refers in his list to Missouri and ap- 
pends a foot note indicating that in 
Missouri the permission to operate a 
common trust fund is derived not from 
legislation but from a judicial decision. 
By implication, it would seem that all 
States, other than those enumerated, are 
relegated to a land of darkness in which 
the common trust fund cannot exist. To 
derive this implication from Mr. Ros- 
chen’s article may be unfair because he 
does not anywhere categorically say 
that common trust funds cannot be oper- 
ated in any of the other jurisdictions, 
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but California does not appear in his 
list of States in which it is permissible 
to operate a fund and we have under- 
taken in San Diego to establish and 
operate such a fund. (See next column). 
Our conclusion and the opinion of 
counsel were briefly that while there is 
no express statutory provision in Cali- 
fornia which authorizes or permits in- 
vestment in a common trust fund by the 
Trustee, neither is there any express 
statutory prohibition against such in- 
vestment. Therefore, in California, a 
Trustee administering either a volun- 
tary or testamentary trust under broad 
discretionary investment powers con- 
ferred by the trust instrument creating 
the trust, is authorized and permitted 
to make any investment which is not 
malum in se. Since an investment in a 
common trust fund is neither malum 
prohibitum nor malum in se, and if a 
voluntary or testamentry trust confers 
upon the Trustee broad discretionary 
investment powers with which such in- 
vestment in a common trust fund would 
be consistent, then express statutory au- 
thority or permission is not required. 
Ours is a contract fund and we are ad- 
mitting to participation therein trusts 
established under wills or trust instru- 
ments in which the Trustee is given 
broad discretionary investment powers 
even though specific power to invest- 
ment in a common trust fund is not con- 
ferred. 
GUSTAVE MUELLER, 
Assistant Trust Officer. 
First National Trust and Savings Bank, 
San Diego, Cal. 
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First National Bank of San Diego 
Establishes Common Fund 


The first common trust fund under Regu- 
lation F west of the Mississippi began oper- 
ations on July 1st of this year when The 
First National Trust and Savings Bank of 
San Diego, established a “contract” dis- 
cretionary fund with 36 participating trusts 
contributing a total of $263,800. Thus Cal- 
ifornia becomes the second state to have a 
common trust in the absence of local legis- 
lation specifically authorizing establishment 
of such funds, the St. Louis Union Trust 
Company and Security National Bank Say- 
ings and Trust Company of St. Louis hav- 
ing set up funds some time ago although 
Missouri has no enabling statute. 


The new fund is divided into units of 
participation having an original value of 


$100 each. Valuation, admission, with- 
drawal and income distribution will be 
quarterly. The original investment port- 


folio is approximately as follows: bonds 
58%; preferred stocks 10%; common stocks 
30%; cash 2%. 


Assistant trust officer Gustave Mueller 
reports that the favorable response from 
trust customers with whom the plan has 
been discussed has exceeded the bank’s ex- 
pectations, indicating a rapid growth in the 
number of participants in and the size of 
the fund. 






ECONOMY CORNER 


Among the 35 hints for wartime of- 
fice economy listed by J. George Frederick 
in a recent issue of Canadian Business 
are the following: 









“Short and sweet” letters 


Trim off “goat feather” office prac- 
tices; that is to say, furbelows, flour- 
ishes and luxuries that can be dispensed 
with for the duration 


Use up old forms and supplies on hand 
even if not quite as efficient as the 
new 










Organize hours of dictation as early 
in day as possible 


Assign definite responsibility for bet- 
ter care of office equipment 

Do not use elaborate forms and rou- 
tines for minor items 


Foster the wartime economy spirit in 
employees. 
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Compulsory Fiduciary Accounting 


Disadvantages and Benefits of Annual Filing Discussed 


HAROLD T. DAVIS 
Member of the Boston, Mass., Bar 


T first sight, compulsory accounting 

(which in the discussions on the 
subject has been assumed to mean the 
inauguration of a system enforcing an- 
nual accounting by fiduciaries) would 
seem to be a normal and logical develop- 
ment of existing law. Thereby, it is 
argued, we shall drive out into the open 
prospective and actual dishonest fiduc- 
jaries and either prevent their defalca- 
tions or at least minimize them. 

But the solution is not as simple as 
that, first, for reasons affecting primarily 
the courts and fiduciaries; and second— 
and far more important—because a real 
remedy, and one that will stick, would 
heavily penalize the vast majority of 
estates and trusts for the sake of pro- 
tecting a few, the fiduciaries of which 
are or might be dishonest. 

In the first category lies the desire of 
the parties for privacy as to their affairs. 
It has been suggested that the only 
remedy needed is a notice or warning 
to the beneficiaries that accounts have 
not been filed —thus putting them on 
notice of the fact—and that such a warn- 
ing would not violate any existing priv- 
acy. The answer to that suggestion is 
that the notice or warning would like- 
wise do no appreciable good. 

Another argument against enforce- 
ment is that the institution of machinery 
whereby the courts would require annual 
accounting would add greatly and un- 
reasonably to the heavy burden already 
placed upon the courts and registers, and 
result in additional personnel and ex- 
pense. 


Burdens on Fiduciary and Beneficiary 


Still another argument is that the law 
should hesitate to add to the already 
heavy burdens assumed by fiduciaries for 
what is usually rather modest compensa- 


_ From remarks before Massachusetts Bar Asso- 
ciation Convention, at Swampscott. 


tion in terms of services performed and 
responsibilities undertaken. Under pres- 
ent conditions, trustees face numerous 
unusually complex problems, particularly 
of taxation and investment, which hard- 
ly existed twenty or twenty-five years 
ago. Generally the trustee is as anxious 
to file accounts as the most ardent advo- 
cate of compulsory accounting could 
wish; but he knows that any system 
under which his accounts must be filed 
and allowed annually would add mater- 
ially to the substantial time and effort 
already being expended in the adminis- 
tration of the trust, to say nothing of 
adding substantially to the expenses of 
administration arising from _ outside . 
sources. 


The really important objection to com- 
pulsory annual accounting is the added 
burden which would be imposed on the 
fiduciary account itself. The history of 
dishonest dealings by trustees and others 
standing in fiduciary relationships indi- 
cates that it is extremely difficult to set 
up any system which is proof against 
possible defaults. Probably nothing 
short of a complete audit of the account 
by an experienced accountant (and pos- 
sibly of all the accounts of the par- 
ticular trustee) will really determine 
whether the account has been handled 
honestly and the fund is intact. The 
annual burden of such a_ program 
would greatly and unreasonably increase 
the expense of administration of fiduc- 
iary accounts. Indeed the mere allow- 
ance of accounts annually, without such 
audit, especially in cases involving guard- 
ians ad litem, would add materially to 
the expense of administration. 


Let Well Enough Alone 


How many accounts would be benefited 
by such a system? Many trustees now 
render at least semi-annual accounts to 
their beneficiaries as a matter of routine 
administration of their trusts. Annual 
accounting in estates over the federal 
tax limit is generally not economical in 
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these days in which the federal estate 
tax return (on which is based the largest 
payment required from an estate in most 
cases) is not even filed until after the 
year has elapsed,—and frequently years 
may be required to reach the state at 
which an accounting is reasonably to be 
expected. It may safely be assumed that 
in all such estates the court would excuse 
annual accounting. 

Inter vivos trusts, which represent a 
very large field of fiduciary activity, 
would not be affected by any proposed 
change in the system. The so-called 
agency accounts, under which large 
amounts of property are handled for liv- 
ing persons without the intervention of 
a trustee, would likewise not be affected. 
It has generally been assumed that there 
is no need for any change so far as 
cases involving either surety bonds or 
corporate fiduciaries are concerned. 

It seems manifest that by requiring 
compulsory annual accounting in all 
trusts and estates, we should be interfer- 
ing, in many cases seriously, with the 
satisfactory and economical administra- 
tion of a large body of funds, for the 
sake of a doubtful benefit to a very small 
minority. 


Compulsory Periodic Audit 


WELD A. ROLLINS 


Member of Massachusetts Bar 


HE theory that the parties should be 

left to take care of their own rights, 
as in other courts, does not always hold 
good. For example, in the case of guar- 
dians for infants or insane persons, or 
conservators for the aged, the real party 
in interest—the infant, insane person, 
or aged person—is ex hypothesi not able 
to protect himself with respect to the 
fiduciary. 

It is much the same where a gift is 
to A in trust for A for life, remainder 
as A shall appoint; there is no one to 
check up on the trustee. 


Again, a bequest to one’s husband in 
trust for the husband for life, remainder 
to such persons as shall be testatrix’s 
next-of-kin at his death. The next-of- 
kin today may not be the next-of-kin to- 
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morrow; they may not be living when 
A dies; the group may include minors, 
aged persons, or other incompetents, or 
ordinary people who do not understand 
either the facts or the law, and no one 
in the group may want to take on a dis- 
agreeable task where his interest is so 
uncertain or small. 


Again it is disagreeable to ask a fiduc- 
iary for an account, or to ask permission 
to see the securities. This is particular- 
ly true within a family because it might 
interfere with friendly relationships. 
Moreover, where the fiduciary has a dis- 
cretionary power, it might be extremely 
impolitic. Where beneficiaries do not 
live in the same place as the fiduciary, it 
is always inconvenient to inspect the 
securities, and practically impossible in 
the interval between the receipt of a cita- 
tion and its return day. 


If a fiduciary were required on filing 

an account to file with it a certificate 
that the maker of the certificate had seen 
the following securities (enumerating 
them) on the _........._ day of - 
a date about the same as the filing ‘of 
the account, it might be a convenient 
way of getting an audit without much 
expense or trouble. Generally the bank 
or safe deposit vault where the securi- 
ties are kept would be a desirable maker 
of the certificate. This would be depend- 
able and would avoid taking the securi- 
ties out on the street. The requirement 
of such a certificate might prevent some 
irregularities, of which there have been 
too many. It could be dispensed with 
where the fiduciary’s securities are aud- 
ited anyway by State or Federal author- 
ities, as in the case of trust companies 
and national banks. 


Periodic audits are a matter of course 
in corporations and governmental bodies. 
If it were left to each stockholder or 
citizen to make his own audit, the state 
of affairs would be impossible. It would 
seem wise to adopt a practice which the 
entire business world has found neces- 
sary or desirable. 


| BUY WAR BONDS | 








Liquidity in Common Trust Funds 


Mortgages Mean Segregations 


ALBERT W. WHITTLESEY 


Trust Investment Officer, The Pennsylvania Company for Insurances on Lives 
and Granting Annuities, Philadelphia 


In our July issue, Malcolm Lambing of Peoples-Pittsburgh Trust 


Company presented the case for mortgages in common trust funds. 


Mr. 


Whittlesey here presents the case against them.—Editor’s Note. 


HAT carefully selected mortgages 

are sound investments can hardly be 
questioned in view of their wide accep- 
tance by insurance companies, savings 
banks and trust companies. Further- 
more, the factor of careful selection 
should continue to result in a relatively 
low percentage of defaults, certainly 
much lower than in the past. In addi- 
tion the loss factor in F. H. A. mort- 
gages is held at a decided minimum in 
view of the Government’s willingness to 
issue Treasury obligations in lieu of de- 
faulted F. H. A. mortgages, under cer- 
tain conditions. 

However, the advisability of including 
mortgages in common trust funds in- 
volves consideration beyond that of in- 
vestment merit. The major problem is 
that, as a class, mortgages do not have 
the marketability that accompanies gov- 
ernment and corporate securities which 
are listed on recognized exchanges. While 
there is today a mortgage market of 
sorts, this unfortunately applies only to 
those mortgages which are in good stand- 


ing. Of course, mortgages guaranteed 
by the F.H.A. can, after satisfaction of 
certain terms and conditions, obtain U. 
S. government bonds which, in turn, are 
highly marketable but the fact remains 
that no individual or F. H. A. mortgage 
has an active market at a time when it 
goes into default. 

Particularly where the trustee is oper- 
ating a common trust fund on an accrued 
income basis, as we do at The Pennsyl- 
vania Company, the problems of having 
mortgages in a Fund are enlarged as 
there is never the same certainty of the 
receipt of income on the due date as 
there is with corporate and government 
bonds. It is human nature for an indi- 
vidual to delay the payment of bills and 
obligations and experience indicates that 
many people are not too careful in the 
payment of mortgage interest on the 
exact date payable. Thus, if mortgages 
in a Fund had interest payment dates 
approximating regular valuation dates, 
it would not be possible to anticipate 
that the various payments were defin- 
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itely going to be made on time and 
there could, therefore, be a number of 
defaults on the valuation date even 
though they all later turned out to be 
of a purely temporary nature. Possibly 
this objection can be met by having val- 
uation dates sufficiently far removed 
from normal mortgage interest payment 
dates so as to allow for a delay of several 
days in the collection of interest. Never- 
theless it appears that problems would 
arise from irregularity of interest pay- 
ments on mortgages which could prove 
quite burdensome to the trustee. 


Stigma of Segregation 


HE Federal Reserve Board regula- 

tions pertaining to common trust 
funds provide that at the time of any ad- 
mission or withdrawal each investment 
in the portfolio must qualify as a “law- 
ful” investment or, as we interpret it, an 
“eligible” security. Therefore, where 


mortgages held in a common trust fund 
develop a default factor on a valuation 
date, it would appear that the trustee is 
definitely faced with the problem of 


either selling or segregating the invest- 
ment. Under no circumstances can we 
visualize any trustee permitting an ad- 
mission or withdrawal in a Fund when 
the portfolio includes a defaulted mort- 
gage even if that default is expected to 
be removed in the not too distant future. 

When a readily marketable security 
becomes “ineligible” it is, of course, en- 
tirely possible for the trustee to sell if 
such action seems advisable. In the case 
of mortgages, this is not possible. As 
already developed, mortgages enjoy mar- 
ketability only when they are in good 
standing so that when a default condi- 
tion arises and necessitates withdrawal 
of that security from a Fund the only 
course left open to the trustee is to 
segregate that particular item. This 
automatically raises the question as to 
whether a trustee of a common trust 
fund can afford to face (a) the operat- 
ing problems that arise from segregation 
and (b) the reflection on its investment 
judgment as continued segregations are 
made over a period of years. 

Experience has shown that in many 
cases of traction and railroad securities 
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the loss in quality which today would 
necessitate segregation (or sale), was 
accentuated rather than corrected over 
a period of years. In such cases segre- 
gated units might continue to decline in 
price and quality and thus remain as 
segregations for a considerable number 
of years. 

Under a condition of continued segre- 
gation there might be a greater conges- 
tion of small items on the books of the 
trustee than there is today. Further- 
more, over a period of time deaths of 
participants in various segregations 
might well saddle the trustee with a 
complicated condition of having frac- 
tional interests in proportionate segre- 
gations. The resulting confusion and 
multiplicity of actions resulting from 
segregation might, therefore, defeat the 
very purpose of the common trust fund 
as far as the trustee is concerned with- 
out securing any commensurate benefits 
for the Fund participants. 


Sell Rather than Segregate 


NDER the Federal Reserve Board 

regulations, when an issue is segre- 
gated it must be set apart and held for 
the benefit of those trust accounts which 
were participating in the fund at the time 
the segregation was made. Further- 
more, when the segregated asset is final- 
ly liquidated the proceeds are not re- 
stored to the common trust fund itself 
but rather to the trust accounts holding 
units of the individually segregated 
investment. Therefore, in studying the 
records of a common trust fund over a 
period of years where there has been an 
occasional segregation, it appears to us 
that the trustee might be required to do 
a considerable amount of explaining of 
the various changes in recorded asset 
values resulting from the elimination 
from the Fund of segregated items. In 
plain English we think that the record 
will look very bad even though it can be 
explained. 

In view of the problems involved in 
segregation, The Pennsylvania Company 
in its plan of Discretionary Common 
Trust Fund determined upon a policy of 
outright sale in preference to a policy 
of segregation. As the plan limits in- 
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INVESTMENT POLICY 


The WAR...the RAILROADS 
— and the INVESTOR 


\X JITH the railroads doing one of the outstanding jobs on 

the whole industrial front, investment interest in carrier 
securities has quickened sharply in the past few months. Many 
investors now recogr’ze possibilities both in the purchase of rail 
securities and, at the same time, in the opportunity to dispose of 
certain holdings. 

Our interest in rail bonds, like that of the institutions which 
we serve, is dual. We are confident that we will be able to supply 
you with the type of security which you seek; on the other hand, 
it is possible that the bonds which you wish to sell may be just 
those which we want to buy. This likelihood is all the greater 
because our interest in railroad securities is not a matter of the 
current vogue, but has been consistent for more than a decade. 
Moreover, our Research Department has for years actively inter- 
ested itself in appraising individual carrier situations—and does 
so today. 

The sum of this experience, continuing interest and analysis 
constitute a service of value to many of our customers. If you, 
too, are interested in railroad securities, either as buyer or seller, 
what we have to offer may well prove worth investigation. 


R. W. Pressprich & Co. 


68 William Street 201 Devonshire Street 
NEW YORK BOSTON 


GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY AND INDUSTRIAL BONDS 


Members New York Stock Exchange 
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vestments to readily marketable secur- 
ities it is felt that when a security be- 
comes ineligible it will be possible to 
sell it. Only the future will prove the 
wisdom of this policy but, if the past 
is any guide, we feel confident that the 
policy will prove its merit over the years 
to come. 

It is our opinion that the problems 
accompanying segregation are sufficient- 
ly onerous as to place a high premium on 
marketability for all investments in a 
common trust fund and that the lack of 
liquidity disqualifies mortgages as in- 
vestment media for common trust funds. 
Where great emphasis is placed on this 
form of security it is our recommenda- 
tion that they be placed in mortgage in- 
vestment funds as provided under Feder- 
al Reserve Board Regulation F. 





Dividends In First Six Months 
Approach 1941 Level 


Despite high taxes and great shifts of 
manufacturing activities, more listed com- 
panies on the New York Stock Exchange 
paid dividends than in the first six months 
of 1941. While 24.6 per cent of dividend 
paying stocks reduced their half-year’s pay- 
ments, no less than 25 per cent increased 
them. 

In ratio to all listed common stocks— 
Gividend paying and non-dividend paying 
—payments were increased by 16.7 per 
cent, and about the same percentage de- 
creased them. The estimated net result 
was an aggregate dividend disbursement 
6.8 per cent 1ess than in the six months 
ended June 30, 1941. 

The 56.9 per cent increase of aggregate 
distribution by the electrical equipment 
group is impressive even for these days of 
high production. The 15.8 per cent in- 
crease in the farm machinery group may 
be contrasted with a 17.3 per cent decline 
in the tobacco group. Railroad dividends 
increased 6.4 per cent and public utility 
payments 6.4 per cent. 

Despite record production, the steel and 
iron “division” of common stocks experi- 
enced an increase of payments of only 3.9 
per cent. At the same time, food com- 
panies, which are setting up heavy reserves 
against inventories, marked their aggregate 
payments down only 4 per cent. Shipbuild- 
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ing, as might be expected, increased its 
cash return to stockholders by 28 per cent. 
The half-year’s exhibit, as a whole, in- 
dicates statistically that apprehension lest 
rising taxes and costs cause heavy dividend 
casualties was not borne out by results. 
The product of heavier taxes can hardly be 
forecast for the second half of 1942, and 
later; but, so long as high volume produc- 
tion continues, a tall background of gross 
earnings for many listed companies should 

provide reasonable profits. 
From July issue of The Exchange. 


ee 
Stocks As Inflation Curb 


The purchase of securities of all sorts 
will have the same relation to the problem 
of inflation as investment in War Savings 
Bonds, states Wm. Witherspoon, Economist, 
Newhard, Cook & Co., St. Louis, in the 
August Mid-Continent Banker. In other 
words, he points out, “the diversion of 
purchasing power into so-called intangible 
investments will divert competition against 
the Government in the purchasing of muni- 
tions and against the public in the purchase 
of absolute necessities. I do not suggest 
the purchase of other securities instead of 
War Bonds and Stamps but wish to point 
out that this process can and will produce 
a similar curb on this problem of inflation. 

“This leads to one other consideration 
concerning the price trend of stock values 
under this process. For the past few years 
the trend has been downward because of 
the economic uncertainties concerning cor- 
porate finance during this period of war- 
time upheavals and mounting taxes; but as 
taxes approach their economic maximum, 
more clearly defined yardsticks of security 
values become more apparent. The high 
rates of corporate taxation, especially the 
excess profits tax, will practically place 
definite ceilings upon earnings during times 
of prosperity and act as a cushion to earn- 
ings during periods of recession. This will 
tend to stabilize dividends and place com- 
mon stock upon a more definite income basis. 

“With the more stable condition of earn- 
ing power, there seems to be a good possi- 
bility that the overflow of purchasing power 
from War Bonds into the stock market may 
make itself increasingly manifest through 
investment purchases of the relatively 
high-yielding common stocks. This may 
result in a narrowing of the abnormally 
large spread between the yields of high- 
grade bonds and common stocks by ad- 
vancing trends in common equities.” 
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Federal Savings and Loan Shares 
as Trust Investments 


HORACE RUSSELL 
Member of the Chicago Bar 


IVE propositions are being discussed 

by trust officers from New England 
to California in connection with their 
consideration of investments in the 
shares of Federal savings and loan asso- 
ciations. They are: 


1. The Mortgage Pool. A great num- 
ber of mortgage pools were organized in 
the 1920’s involving, in the aggregate, 
several billions of dollars, and trust offi- 
cers are inclined to compare the invest- 
ment certificate in a Federal savings and 
loan association with the participation 
certificate or other form of interest in 
the mortgage pool, whose experience was 
not satisfactory. 

2. Management. Trust officers have 
difficulty in estimating management of 
savings and loan associations and what 
they will do, particularly with respect 
to high appraisals and high percentage 
loans under extreme mortgage competi- 
tion, and in selection of relatively stable 
values in war or peace. 

3. Insurance of Accounts. Trust of- 
ficers do not look upon insurance of ac- 
counts in savings and loan associations 
or insurance of deposits in banks alone 
as adequate protection for investors or 
depositors. 

4. Liquidity. Investment officers per- 
haps should not look upon the savings 
and loan share as an entirely liquid in- 
vestment and yet they discuss liquidity. 

5. Why employ another to administer 
trust and institutional funds. 


Weaknesses of the Mortgage Pool 


HE mortgage pool was generally or- 

ganized under a trust instrument. 
Those who made the mortgages earned 
their compensation from appraisal, legal 
and other initial fees. The trustees as- 
sumed the responsibility of holding the 
mortgage paper and supervising the is- 
suance of certificates of participation, 


but generally assumed no responsibility 
for the investment or to buy in, manage 
and merchandise property acquired by 
foreclosure. Those who made the mort- 
gages usually included an obligation to 
receive payments on the mortgages but 
did not bind them to buy in the property 
at foreclosure sale or to manage and 
merchandise the property so acquired. 
Frequently, the properties securing the 
loans were widely scattered, making ser- 
vicing, management and sale expensive 
and difficult. Generally, no amortization 
was required and no reserves were pro- 
vided for losses or to provide money for 
foreclosures, management, repair and im- 
provements, or sale, or for other costs. 


The whole practice proceeded on the 
fallacious theory that all first mortgages 
are good without provision for respon- 
sible management throughout the pro- 
cess and with no provision for reasonable 
liquidation in the event of trouble. The 
result was, in the depression period, vol- 
untary liquidation by persons interested 
in seeing how much they could make out 
of it or through receivership, which was 
worse. The result was that investors 
suffered inordinate expense and received 
auction-block values which, at the bot- 
tom of the depression, sometimes paid no 
more than this expense and seldom paid 
anything substantial on the investment. 
Mortgage pools were organized by many 
other methods, chiefly by comparatively 
small mortgage companies which made 
and serviced the mortgages and frequent- 
ly endorsed them. But that pyramided 
their capital 10, 20 and 100 times, and 
therefore they were helpless when trouble 
came. 

On the other hand, the savings and 
loan association obtains money from in- 
vestors upon a promise to pay them the 
full earnings on it after expenses and 
reserves, and to return their money upon 
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request, or in an orderly manner as the 
association collects it from mortgagors. 
Instead of straight mortgages for three 
or five years, which the borrower and 
the lender know cannot be repaid, it loans 
money on monthly amortized loans, with 
monthly payments within the means of 
the borrower, which pay all interest and 
some principal each month. Loans are 
made locally where officers and employ- 
ees know the people and the property. 
The association maintains continuous 
management and the lifetime job of that 
management is dependent upon continu- 
ous successful operation. It provides 
reserves to absorb losses, at present an 
average of about 7% of share capital, and 
has reserve credit up to 50% of share 
capital, which it can secure at the Feder- 
al Home Loan Bank System and is re- 
payable quarterly over a period up to ten 
years. It can foreclose, buy in, manage, 
repair, improve and sell properties secur- 
ing its loans. Experience in the last de- 
pression indicates that it can take over a 
substantial percentage of its mortgage 
portfolio and manage the property, earn- 
ing a net return upon it—approximating 
its dividend rate—after management ex- 
pense, taxes and repairs, but before de- 
preciation, and can sell such property 
eventually at a price approximating, in 
the aggregate, the total investment with 
interest. 


Record of Management 


HE two investments are not compar- 

able on a basis of logical analysis nor 
are they comparable on a basis of expe- 
rience. In the first place, there are more 
than 1,000 savings and loan associations 
in the United States which are over 50 
years old and have paid nominal divi- 
dends continuously throughout that pe- 
riod and in which nobody has lost any 
money. This is perhaps the best demon- 
stration of management. It is signifi- 
cant that there is no business in which 
the management is more continuous than 
in the savings and loan business. 

On the high appraisal and high percen- 
tage loan questions, again experience is 
the best criterion. Most mortgagees are 
inclined to follow real estate markets up. 
Savings and loan managers know that 
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they must collect the money loaned or 
go out of business. This is not true of 
mortgage brokers. As a result, even after 
the 1920’s, savings and loan managers 
who foreclosed about $2,000,000,000 
worth of homes sold them at about what 
they had in them, rarely taking a net loss 
on their aggregate foreclosed properties. 
They go to a high percentage of value, 
occasionally up to 80°c, but their mort- 
gages are amortized monthly and the 
average risk is generally less than 50% 
of value. 


The Value of Insurance of Accounts 


rq HE best savings and loan managers 

offer their securities upon their own 
merits. However, insurance of accounts 
must be considered. Since the provision 
by the government in 1934 for insurance 
of accounts by Federal Savings and Loan 
Insurance Corporation, some 35 associa- 
tions out of approximately 2300 insured 
associations have failed or required the 
assistance of the Corporation. In no case 
has the holder of an insured account been 
unreasonably delayed in the receipt of 
the insurance settlement. Nearly all of 
them have elected to take an account in 
another insured institution not in de- 
fault. Therefore, in normal times it 
must be conceded the insurance of ac- 
counts does provide protection. 


The loss of the Insurance Corporation 
to date has been less than 10% of share 
liability in the cases dealt with. In the 
event of a long depression, its losses 
would be greater, but its capital reserves 
and surplus are sufficient to absorb ap- 
proximately 20% loss upon approximate- 
ly one-half of all insured institutions. It 
is not believed that this high a percen- 
tage of the institutions will be permitted 
to fail or that losses will be as high as 
20% even in the course of a long depres- 
sion. In the last depression, only a nom- 
inal percentage of the assets of savings 
and loan associations failed, and even in 
those which did fail the percentage of 
loss was comparatively small. 

With insurance of accounts, losses will 
be less because the Insurance Corpora- 
tion can realize going concern value as 
contrasted with the auction-block values 
realized in receivership. The capital 
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cushion supporting the insurance of ac- 
counts in savings and loan associations is 
more than twice that supporting insur- 
ance of deposits in banks, and, further- 
more, savings and loan assets consist 
chiefly of first mortgage loans upon 
homes, whereas bank assets consist, in 
a large measure, of miscellaneous unse- 
cured paper. 


Not Liquidity but Reasonable 
Availability 


N normal times the investor can get 

his money when he wants it. Extra- 
ordinary provision has been made to pro- 
tect the investor in abnormal times and 
to give him his money upon a reasonable 
basis. Associations which formerly car- 
ried slight reserves now carry substan- 
tial reserves, averaging about 7%, so that 
if half the money is withdrawn at par 
the remainder have shares which cost 
them par but which have a book value of 
114. Many associations are carrying 
from 5% to 10% in cash and government 
bonds. The monthly amortization pay- 
ments add materially to their ability to 
liquidate investments, as does the fact 
that a high percentage of their savers 
are regular installment savers. All Fed- 
eral associations and most State associa- 
tions are members of the Federal Home 
Loan Bank and have a borrowing capa- 
city up to 50% of their share capital, re- 
payable over a period up to ten years. 

Insurance of accounts stabilizes con- 
fidence and protects the liquid position 
of the funds. The share interest is not 
offered as a demand obligation. On the 
other hand, the holder has a right to ma- 
ture his investment upon his request and 
extraordinary facilities are provided for 
the liquidation of the investment prompt- 
ly or within a reasonable time. Absolute 
protection is provided against auction- 
block liquidation. Furthermore, and fin- 
ally, the share is transferable. 


Go in Business or Buy Underlying 
Securities? 


HILE trustees and other institu- 
tions go into the retail mortgage 
business, they customarily employ mort- 
gage brokers, appraisers, lawyers and 
title companies to initiate and sometimes 
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to service the business. Unfortunately, 
the beneficiary of a trust or the institu- 
tion has no plans made for him or it in 
the event of trouble—and everybody who 
knows the mortgage business knows that 
trouble will come. Trust officers and in- 
stitutions buy savings and loan shares to 
escape the expense and responsibility of 
the management of a retail mortgage 
business, just as they buy underlying se- 
curities of railroads, public utilities, etc. 
In the event of any charges of negli- 
gence, it is easier to justify the selection 
of a security than it is to explain apprais- 
als, the acceptance of personal risk, col- 
lection service, tax service, insurance ser- 
vice, foreclosure and its expense, prop- 
erty management, repair, improvement 
and sale. 

In one sense a savings and loan asso- 
ciation is a mortgage pool, but for 100 
years it has been a different mortgage 
pool from the one described in the begin- 
ning of this paper. The savings and loan 
association claims to be the most econo- 
mical, the most efficient and the most 
safely organized and operated home 
mortgage unit in existence. Diligent in- 
quiry should be made to determine 
whether or not such claims are true. 


Operating Manual 


The June issue of The Trust Bulletin con- 
tains an outline of the essential points to 
be covered in a trust department operating 
manual. The suggestions were prepared by 
the Committee on Operations of the A.B.A. 
Trust Division. 


When a point of contact is 
required in Los Angeles, call 


“The Bank of 


Personal Service 


UNION BANK 


& TRUST CO. OF LOS ANGELES 
8th & Hill Sts. 


“We Have No Branches” 
Teletypes: L. A. 362,363 Cable Address: UNIONBANK 
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Reserves for Technological Change 


WALTER VON TRESCKOW 


NDUSTRIALIZATION has increased 

the number of workers dependent on the 
production of durable goods, to a point 
where the voluntary save-and-invest-as-you- 
please system does not supply sufficient 
money for full employment. Government 
financing of employment means collectiv- 
ism. To preserve democracy, saving and 
investment must be regulated by the need 
for employment. 

It is claimed that spending and hoarding 
have been encouraged to the exclusion of 
the useful investment of capital. But it 
would be superficial to put the sole blame 
on unwise government intervention, because 
this was only the aftermath of great pop- 
ular discontent with existing financial prac- 
tices. The cause for the diminished flow 
of capital is more fundamental. 


From Barron’s, National Business and Financial 
Weekly, Aug. 3, 1942. 


BUSINESS NEED NOT 
“FLY BLIND’ 


Our services 
chart a safe 
course through 
problems in- 
volving prop- 
erty and busi- 
ness studies. 


7 


The AMERICAN. 
APPRAISAL Company 


omen, Been one. ©. OO wn, 8 Bek e-em Ae 2 Olen, 10k Eon) 


Security from the hazards of existence 
is the principal aim of all men. Loss of 
confidence in the financial system, and un- 
willingness of men to entrust their sav- 
ings to it, developed because they had come 
to believe that it cheated them out of their 
hard earned money. 


Guaranteed Loss 


Present financial practices almost guar- 
antee the loss of the savings of men! 


Technological progress is the basis of 
modern civilization. Continuation of the 
development process is the real hope for the 
future. Emphasis in public discussion, and 
also in public policy, has been almost ex- 
clusively placed on the gains and construc- 
tive results of technological progress. Al- 
most no attention has been paid to the de- 
struction and loss that it causes, to the fact 
that development of a cheaper or better 
machine or process usually destroys the 
usefulness of an existing one. This destruc- 
tion and accompanying loss is an inevitable 
and inseparable by-product. The familiar 
history of transportation is a good illustra- 
tion. The advent of thirty millions of au- 
tomobiles has already cost investors in rail- 
road securities between $15 billion and $20 
billion of their savings. And now, the 
forced-draft development of aviation indi- 
cates the likelihood of further serious loss 
of traffic by railroads after the war in ad- 
dition to inroads on the automobile and 
steamship. 


There are two ways of stopping this 
kind of loss to the saver and investor. One 
is to stop creating new things. This meth- 
od is unthinkable. The other is to provide 
for the repayment of the money that has 
been borrowed for capital purposes before 
the loss occurs. 


All borrowed capital in the United States 
has to be repaid on a specific date—at least 
in theory. We have no permanent indebted- 
ness like the British Consols. In practice, 
however, there has generally been no re- 
payment, but only a refinancing of the old 
debt. As long as money is not set aside 
for its retirement, the operating costs of 
corporations do not include the inevitable 
loss accruing from technological advances. 
The major task would be to devise a fair 





INVESTMENT POLICY 


set of regulations without causing severe 
dislocations of the economic and_ social 
structure. At the present rate of new devel- 
opment it is probably not safe to stretch the 
period of repayment beyond thirty years, 
approximately 3% per year. The question 
arises whether the period should be shorter 
or longer, and apply equally to all types of 
investment. 

The next question would be whether re- 
payment should be made to the investor 
regularly every year or if the money should 
remain under the control of the corporation. 

In addition to the technological threat, 
the conditions of corporate existence have 
a special danger for stockholders as they 
take on the characteristics of their human 
creators and managers. 

To repay all capital out of earnings 
would leave the assets altogether at the 
disposal of the managers. 
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If the cost of progress is counted, the 
true yield on capital probably has been 
only between 2% and 3% rather than be- 
tween 5% and 6%. 


One interpretation of this idea would be 
that the investor cannot expect to obtain 
a greater return if he is to have security 
of his principal. The other side of this 
thought would be that corporations, or any- 
one for that matter, cannot afford to pay 
more than 2% or 3% for capital without 
giving a special advantage to the investor 
which he is not entitled to. 


Investor confidence as to the security of 
his principal is one of the essential in- 
gredients for the preservation of the demo- 
cratic process. Methods will have to be 
found to provide security for investments, 
as well as to create a self-renewing source 
of capital. 





NET INCOME OF LEADING CORPORATIONS FOR THE HALF YEAR 


Prepared by National City Bank of New York 


Net Income is Shown After Depreciation, Interest, Taxes, and Other Charges and 
Reserves, but Before Dividends — (In Thousands of Dollars) 


Industrial Groups 
Baking 
Other food and beverage 
Textiles and apparel 


Per 
Cent 
Change 
+ 0.7 
30,853 21.3 

8,669 29.7 


Net Income 
Half Year 
1942 
$ 6,240 


1941 


6,564 8.0 
67,035 


Paner prowess a 
Chemicals, drugs, ete. £££... 
Petroleum products — _ 106,673 
Stone, clay and glass __...____________ . 12,370 
iis a eg __. 145,274 
Building equipment —__$_$__._._.. _ 1,669 
Electrical equipment 43,514 
Machinery 19,624 
Office equipment 12,215 
Automobiles 

Auto equipment 

Railway equipment 

Metal products—mise, __---.. 
Mise. manufacturing —__§$___.. 


16,404 


19,625 14,245 


436,099 


Total manufacturing — 688,526 
Coal mining 

Metal mining 

Mining, quarrying—misec. ___________. ra 

Trade (whol. and retail) 

Service and construction 


*Before certain charges. 





ARLY associate of John D. Rocke- 
feller, Alvah H. B. Jordan left a will 
which perpetuated a lifetime record of 
humanitarian deeds in and around Ever- 
ett, Wash. His estate, estimated at well 
over a million dollars, will be admin- 
istered by Everett Trust & Savings Bank 
as executor and trustee under the will. 
Mr. Jordan, member of an old Massa- 
chusetts family, came to Everett in the 
early ’90’s as an employee of Rockefeller 
who then owned the Everett Pulp and 
Paper Company. In his adopted com- 
munity, he accumulated a sizeable for- 
tune and was widely recognized for his 
charitable and civic pursuits. He was 
also a director of the Everett Trust & 
Savings Bank. 


After numerous specific bequests to 
charities and relatives, Mr. Jordan left 
the remainder in trust with the bank, the 
income being divided among two hos- 
pitals and a children’s home. The trust 
is to last twenty years but may be ex- 
tended another ten at the discretion of 
the trustee, at which time the corpus will 
be distributed to the same three insti- 


tutions. 
* * * 


SEVEN-YEAR old girl was  be- 

queathed by her father to her form- 
er nurse. _In upholding the will of the 
late Louis Dolan, recently, Boston’s Pro- 
bate Judge Mahoney declared it was the 
first time the court had ever read a will 
where such a legacy was made... Rachel 
Field, noted novelist, who died this 
Spring, bequeathed her doll “‘Hitty’’ to 
a friend in Albany. If the latter did 
not survive the testatrix, the doll was to 
go to the Portland, (Me.) Public Library. 
Miss Field, who wrote “All This and 
Heaven Too,” named her’ husband, 
Arthur S. Pederson, executor of her es- 
tate, inventoried at close to $150,000. 
He is also trustee of all copyrights, etc. 
the income to be divided equally among 
the deceased’s mother, aunt, daughter 
and husband ...A final accounting of the 
estate of Chauncey M. Depew, late Uni- 
ted States Senator, showed a principal 
of $7,389,568. The inventory, filed by 
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Where There’s A Will... 


United States Trust Company of New 
York, revealed that many securities, con- 
sidered gilt-edged when purchased by 
Mr. Depew, had declined considerably in 
value and in some instances were al- 
most worthless ... 


* * * 


PPOINTMENTS within one year in 

the wills of three prominent families 
connected with the well known Rochester 
(N.Y.) department store of Sibley, Lind- 
say & Curr, is the record of the Security 
Trust Company of that city. The trust 
company is sole executor under the will 
of Walter F. Benson, retired department 
head; co-executor and sole trustee under 
the will of Mrs. Thomas S. Johnston, 
widow of a director of the firm and 
mother of its president; and co-executor 
and co-trustee under the will of Mrs. 
Jesse W. Lindsay, wife of the retired 
president of the company... 


Old Colony Trust Company of Boston 
is acting as co-executor under the will 
of the late Bernard W. Trafford, former 
president and chairman of the board of 
the First National Bank, with which the 
trust company is affiliated. Among his 
many other posts, Mr. Trafford was pres- 
ident of the Sterling Ring Traveller 
Company and a director of the New Eng- 
land Telephone and Telegraph Company. 


The huge charitable trust established 
under the will of the late George F. 
Baker, banker and philanthropist, has 
been upheld by Surrogate James A. Foley 
of New York County. The Surrogate 
ruled that since the value of the 7,500 
shares of stock of the First National 
Bank of New York which were bequeath- 
ed to the trust was $13,500,000 and thus 
less than one-half the net estate of $28,- 
355,178, the bequest was valid under the 
New York law which prohibits charitable 
legacies exceeding that portion of an 
estate where the testator is survived by 
a spouse. Federal estate taxes amounted 
to $6,532,468, while New York State 
received $1,771,553. The First National 
Bank is co-executor and co-trustee under 
the will. 
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Charitable institutions will benefit by 
more than $2,000,000, and _ relatives, 
friends and employees will receive over 
$1,000,000 in outright bequests or share 
in the income from trusts totalling 
$760,000 under the will of the late Josiah 
Locke Webster of New York. One of the 
principal beneficiaries will be the Web- 
ster Apartments, founded as a home for 
unmarried working women by his 
brother, the late Charles D. Webster, a 
founder and one-time head of R. H. Macy 
& Co. Executors of the will are Win- 
throp A. Wilson and United States Trust 
Company of New York... 

* * * 


HE will of Cleveland A. Harris, re- 

cently filed for probate in Mineola, 
N. Y., disclosed that of an estate “ex- 
ceeding $20,000” he left only $50 to his 
wife and $25 each to a son and daughter. 
Mr. Harris explained in the document 
that he left only $50 to his wife from 
whom he was estranged, because she had 
been “cruel and inhuman.” The nominal 
legacies to the children were explained 
“because of disloyalty to me.” The resi- 
due of the estate was left to his mother 
who is now deceased. Mr. - Harris’ 
brother and sister will, in all probability, 
share the estate... 


Four young women whom the late 
William Guggenheim promised to “re- 
member” in his will and who were to 
share and share alike” in his estate which 
had been estimated once at more than 
$1,000,000 found that their individual be- 
quests amounted to exactly $1,375.50! 
The appraisal showed that the principal 
assets were bank deposits. The bulk of 
the estate consisted of Mr. Guggenheim’s 
holdings in stocks and Russian rubles, 
all of which were declared to be worth- 
less ... The major part of a fortune 
founded by his father in the gold rush 
days in California was left by Charles 
Heuston Hastings to create a foundation 
for the prevention and treatment of 
tuberculosis. The will instructed the 
executors to “build a sanatorium and 
name it the Charles Cook Hastings 
Home” and that it be conducted and 
maintained on a_ strictly charitable 
basis.” The Irving Trust Company of 
New York is co-executor. 


Horrible Examples of 
Will-Drafting 


No. 2: “Those Houses with Signs On” 


The following will, written on an 
old sheet of wrapping paper, was re- 
cently offered for probate in Pennsyl- 
vania. Written by the testator, pres- 
ident of a small town bank, the will 
should, says Albert Journeay of The 
Purse Company, who sent us a copy, 
“beautifully scramble up his estate.” 
Avonmore, Pa. April 11 - 1939 

this is my last will I am in my right 
mind and I do not want any one to try 
to brake it all others are cancelled 

I want T S Couch and Sadie Cunning- 
ham to settle up my Estate the first part 

I give to Sadie Cunningham Five 
Thousand Dollars $5000—$500 Sister 
Lottie Bower Five Thousand Dollars 
$Five to—to Dona Jean Rankin $2500.00 

if any money left after this above is 
paid I give to T S Couch one Thousand 
Dollars to A W Fickes One Thousand 
Dollars to John Pitts One Hundred Dol- 
lars and pay the one Fourth he owes that 
is Pitts owes 

Couch and Fickes pay the one half 
they owe to Rossie Richard Two Hun- 
dred Dollars to Christine Richard Two 
hundred Dollars to Myrtle Yount 
Five Hundred Dollars to T S Couches 
little Girls Two Hundred Dollars each 
Jen Andrews Five Hundred Dollars 
Margret Reams Four Hundred Dollars 
one Thousand Dollars each to all the 
churches in Avonmore and the same to 
the churches in Saline Pa Any one 
owes me in any way will have to pay 
the one half they owe any left over T 
S Couch and Sadie Cunningham has the 
privilege of useing their own judgment 
in any way to dispose of it 

the amount that is left Mrs. Richard 
owes me money or in any way I 
cancel this all by doing this Mrs. Rich- 
ard will not have any claim against me 
in any way Henry Kaib gets the 2 lots 
back of those houses the ones with the 
signs on Mrs. Laura Thomas to get the 
House she lives in Dominick Richard to 
get Two Hundred Dollars Henry Kaib 
to get the 2 lots across from Mrs 
Thomas House the ones that has the sign 
boards on I got these lots at tax sale. 

( Witnessed ) T. P. Sturgeon 





CALIFORNIA 


Los Angeles—V. C. PIDGEON, assist- 
ant trust officer of the Security First Na- 
tional Bank, has been appointed head of 
the enlarged tax division of the trust de- 
partynent. 


DISTRICT OF COLUMBIA 


Washington—JOHN SAUL, executive 
vice president of the American Security & 
Trust Company, has been commissioned a 
Major, U.S.A. Services of Supply, Fiscal 
Division. BRUCE S. COLTON, assistant 
trust officer, is now attending Officers’ 
Training School at Miami Beach, Florida. 
He holds the rank of First Lieutenant in 
the Air Force. 


FLORIDA 


Palm Beach—FONTAINE LE MAISTRE, 
vice president and head of the trust de- 
partment of the First National Bank, has 
received his commission as Lieutenant in 
the U. S. Navy. H. HOOD BASSETT, as- 
sistant trust officer, is now a lieutenant in 
the Civil Air Patrol. Five other members 
of the staff have also entered the service. 


ILLINOIS 


Chicago—CHARLES M. NORTH, trust 
officer and director of the Metropolitan 
Trust Company, is now a Lieutenant in the 
U. S. Army. 

Chicago — WALTER L. STOETZEL, 
formerly with the Federal Reserve Bank 
of Chicago, has been appointed assistant 
trust officer and assistant secretary of the 
La Salle National Bank. 


Chicago — 
O. P. DECK- 
ER, vice pres- 
ident of the 
American Na- 
tional Bank 
and Trust 
Company, has 
been called to 
Washington to 
serve in the 
Control Di- 
vision, Office 
of the Com- 
manding Gen- 
eral, Services 
of Supply, in 
the War De- 
partment. 


MAJOR WALTER KENNEDY 
Formerly vice president and trust 
officer, First National Bank, 

Montgomery, Ala. 
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Personnel Changes in Trust Institutions 


Oak Park — CHESTER D. SEFTEN- 
BERG, vice president and trust officer of 
the Oak Park Trust & Savings Bank, has 
been ordered to duty as a Captain in the 
Army Air Forces at the Material Com- 
mand, Wright Field, Dayton, Ohio. During 
his absence ELLIS H. DENNY, president 
of the bank, will assume active direction 
of the trust department, with HAROLD 
T. TEASDALE, vice president, who will 
act as the officer in charge. 


Rock Island—RAY W. OSTERMAN, ex- 
ecutive vice president of the Rock Island 
Bank & Trust Company, has been elected 
president, succeeding Morris S. Heagy who 
resigned because of ill health. 


Springfield—ROBERT E. MILLER, vice 
president and trust officer of the Spring- 
field Marine Bank, has been commissioned 
a Major in the Air Service, and has been 
assigned to duty at Wright Field, Dayton, 
Ohio. 


KANSAS 


Kansas City—E. S. MC ANANY, vice 
president of the Kansas Trust Company, 
has been elevated to the presidency of that 
institution. 


KENTUCKY 


Madisonville—HAROLD A. WYNN has 
been appointed trust officer of the Ken- 
tucky Bank and Trust Company. 


LOUISIANA 


Alexandria—O. G. GREMILLION, head 
note teller of the Rapides Bank & Trust 
Company, has been elected assistant trust 
officer. 


Baton Rouge—GEORGE HERLITZ of 
Fidelity Bank & Trust Company has been 
elected assistant vice president to succeed 
W. Leroy Ward, Jr., who was also trust 
officer, now a naval lieutenant. 


MARYLAND 


Baltimore—J. HUBNER RICE has been: 
named assistant trust officer of the Equit- 
able Trust Company and T. JOSEPH 
DOYLE, assistant secretary-treasurer, has 
in addition been appointed assistant trust 
officer. 
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MASSACHUSETTS 


Boston—DONALD W. SWIGART has 
been appointed assistant trust officer of 
the Old Colony Trust Company. 


MICHIGAN 


Jackson—B. R. LARAWAY, vice presi- 
dent of the Jackson City Bank & Trust 
Company, has been appointed head of the 
trust department. CLIFFORD R. MILLER 
has been advanced from assistant trust of- 
ficer to trust officer, succeeding Harold R. 
Leslie, resigned to enter law practice. 


MISSOURI 


St. Louis — LEVERING E. TAYLOR, 
San Francisco correspondent of the Mer- 
cantile Commerce Bank and Trust Com- 
pany, has been called back to the home 
office in St. Louis to join the trust depart- 
ment. 


NEW JERSEY 


Morristown 
—GEORGE F. 
MELICK, 
trust officer 
of the Morris- 
town Trust 
Company, has 
been elected 
also vice-pres- 
ident, succeed- 
ing John H. 
B. Coriell, re- 
tired. 


NEW YORK 


New York. 


—S.HOBART 
LOCKETT and 
DON C. KREGER have been appointed as- 
sistant trust officers of the Guaranty Trust 
Company. 


New York—PETER VAN BRUNT has 
resigned as assistant vice president of the 
Central Hanover Bank and Trust Company 
to accept a special assignment in the Navy 
Department. 


GEORGE F. MELICK 


NORTH CAROLINA 


Raleigh—ALLEN LANGSTON, former- 
ly trust officer of the First National Bank 
of Winston-Salem, has been elected trust 
officer of the Security National Bank. Mr. 
Langston is a graduate of University of 
North Carolina Law School and of Gradu- 
ate School of Banking. 


PENNSYLVANIA 


Hazleton—JOHN. H. BONIN has been 
elevated from vice president of the Trad- 
ers Bank & Trust Company to president, 
succeeding John Yourishin, resigned in or- 
der to become traveling auditor for the 
United Mine Workers. 

Pottsville—DANIEL A. MORRIS, form- 
erly manager of the foreign department 
of the Market Street National Bank at 
Philadelphia, has been elected executive 
vice president of the Schuylkill Trust Com- 
pany. 

TENNESSEE 


Memphis—THOMAS W. VINTON, vice 
president and trust officer of the Union 
Planters National Bank & Trust Company, 
has been commissioned a Lieutenant-Com- 
mander in the U. S. Naval Reserve. Comm. 
Vinton was a captain in the U. S. Army in 
the first World War. 


TEXAS 


Houston—CECIL FARIS has been nam- 
ed trust officer of the San Jacinto National 
Bank, succeeding Lester Coleman, now in 
the Army. MAURICE FAUBION has been 
appointed assistant trust officer. 


VIRGINIA 


Parkersburg—ROBERT S. BROWN, for 
seventeen years secretary of Group 8 Penn- 
sylvania Bankers Association, and for sev- 
eral years engaged in bank liquidation un- 
der the Comptroller of the Currency, has 
become vice president and director of the 
Union Trust & Deposit Company. 

Richmond—WILLIAM B. JACOBS has 
been named assistant trust officer of the 
Central National Bank. 


Oo 


Trust Institution Briefs 


Montgomery, Ala.—The First National 
Bank has enlarged its trust department 
quarters which are now the most modernly 
equipped in this section. 

Washington, D. C.—Eldridge Kendrick 
has been promoted to secretary of the Dis- 
trict of Columbia Bankers Association, 
succeeding Donald W. Larson who has en- 
tered military service. Mr. Kendrick, form- 
erly Mr. Larson’s assistant, is a graduate 
cf the American Institute of Banking. 

Jacksonville, Fla.—George Yocum, Jr., 
corporate trust officer at the Atlantic Na- 
tional Bank, has been named as a member 
of the board of governors of the Jackson- 
ville Chamber of Commerce. 
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St. Louis, Mo.—I. A. Long, vice presi- 
dent of the Mercantile-Commerce Bank & 
Trust Company of St. Louis, was elected 
president of the Corporate Fiduciaries As- 
sociation of St. Louis. Other officers elect- 
ed to serve for the ensuing year were as 
follows: O. F. Miller, trust officer, St. 
Louis Union Trust Company, first vice 
president; K. F. Penzler, manager of the 
securities analysis department, Mississippi 
Valley Trust Company, second vice presi- 
dent; Hugh S. Hauck, assistant trust offi- 
cers Boatmen’s National Bank, secretary; 
and Milton R. Wismar, assistant trust offi- 
cer Manufacturers Bank & Trust Com- 
pany, treasurer. 


St. Louis, Mo.—Thomas R. Evans, former 
assistant trust officer of the Mercantile 
Commerce Bank & Trust Co., is a Captain 
in the Air Corps stationed at the Colorado 
Springs air base. Four officers and 41 
employees of the bank are now serving the 
armed forces. 


New York, N. Y.—Richard R. Hunter, 
vice president in charge of the 11 Broad 
Street Branch of the Chase National Bank, 
has retired after being associated with the 
bank for the past forty years. Mr. Hunter 
is widely known to the banking fraternity, 
having been president of the Association 
of Reserve City Bankers, secretary-treas- 
urer of the Trust Companies Association 
of the State of New York; and vice presi- 
dent and director of the Equitable Trust 
Company. 


New York, N. Y.—Geoffrey V. Azoy, trust 
officer of the Chemical Bank & Trust Com- 
pany, is now a Captain in the U. S. Army 
Coast Artillery. Seven other officers and 
164 members of the clerical staff are now 
in the service. 


Hazleton, Pa.—Hazleton National Bank 
has taken over First National Bank and 
Citizens National Bank of Lehighton, and 
combined their assets to form a branch of- 
fice. All trust business will be handled from 
the main office at Hazleton. James F. Koch 
is executive vice president and trust officer. 


Philadelphia, Pa.—A mass meeting of its 
550 employees to spur the sale of War 
Bonds was held on the banking floor of the 
Land Title Bank & Trust Company. Benja- 
min Ludlow, Pennsylvania Administrator, 
War Savings Staff, U. S. Treasury, com- 
plimented the bank on the fact that more 
than 98% of its employees had voluntarily 
signed a payroll deduction plan for the pur- 
chase of War Bonds. 
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Fort Worth, Texas—Reed Sass, formerly 
manager of the New Business Department 
of the Fort Worth National Bank, and 
recently commissioned a Second Lieutenant 
at Sheppard Field, Wichita Falls, is now 
managing that field’s hit road show, “Three 
Dots with a Dash.” 

Richmond, Va.—S. P. Ryland, vice pres- 
ident and trust officer of the First and 
Merchants National Bank, has been ap- 
pointed Chairman of the Committee on 
Trusts of the Virginia Bankers Association. 

Seattle, Wash.—Conner Malott, vice pres- 
ident and trust officer, Spokane & Eastern 
Division, Seattle-First National, has been 
elected State Vice President of the Trust 
Division, A.B.A. 


OQ 
In Memoriam 


Paul Jones:—vice president and trust offi- 
cer of the Farmers and Merchants National 
Bank of Abilene, Texas. 

William T. Maunder:—president of the 
Kansas Trust Company and vice president 
of the Commercial National Bank, Kansas 
City, Kansas. 


a 


Harris Heads Michigan 
Trust Committee 


E. C. Harris, president, Union Guardian 
Trust Company, Detroit, has been made 
chairman of the Trust Committee of the 
Michigan Bankers Association; George C. 
Thomson, president, Michigan Trust Co., 
Grand Rapids, is vice-chairman; H. C. 
Lawrence, executive vice president of the 
Michigan Trust Company, Grand Rapids, 
is chairman of the Legislative and Tax- 
ation Committee. 


i 


Training New Employees 


A resume of the replies by banks to an 
inquiry by the Financial Advertisers Asso- 
ciation as to what they are doing in the 
way of training new employees shows five 
general steps being taken: 

1. Frequent employee clinics. 

2. Distribution of a handbook. 

8. Participation in American Institute 
of Banking courses. 

4. Intensive training in details of job. 

5. Lectures based on A.B.A. booklets 
“Building Business for Your Bank.” 





CURRENT EVENTS 
New Books 


The Road We Are Traveling: 1914- 
1942 


STUART CHASE. The Twentieth Century Fund. 
106 pp. $1.00. 


Stuart Chase has been commissioned by 
The Twentieth Century Fund to write six 
short volumes on the economic impact of 
war on the U. S. Mr. Chase is one of the 
few American economists who can write 
glowingly, sometimes a shade too much on 
the glib style. He sees eight basic prob- 
lems facing us in a post-war world: of two 
of them, employment and investment, he 
asks — ‘What varieties of public works 
must be inaugurated to maintain jobs for 
all? . . . Where are these investments to 
be located, and who is to operate them? 
How far can investment in private enter- 
prise be expanded? What new products 
can be developed?’? — excess production 
capacity, financial, monetary, foreign 
trade, agricultural and political. 

In this first report he gives us a quick 
economic history of the U. S. and its world 
trade relationships during the past three 
decades. It is eminently readable, and 
should set a lot of rusty wheels a-ticking 
in management heads. When the author 
writes “That planned economies are com- 
ing so fast you can hear the wind whistle 
around their edges is not a debatable 
proposition” you may disagree with him 
passionately, but we are indebted to him 
for a concise, well-written volume that is 
sure to make us think. 


Readings in Social Control of Industry 


Blakiston Company. $2.75. 484 pages. 


This is the first of a series of volumes in 
which outstanding contributions to economic 
and legal periodicals are being compiled. 
The present volume is concerned primarily 
with the problem of monopoly, competition 
and anti-trust laws. Among the contribu- 
tors are C. D. Edwards, E. S. Mason, My- 
ron Watkins, A. R. Burns, D. H. Wallace 
and J. M. Clark. A valuable index lists 
important contributions in these fields dur- 
ing the past forty years. Although the 
problems discussed have some bearing in 
a war economy, they will be of importance 
primarily in the post-war period. 

—————_—Q—__—_—- 


White Trust Fund Helps War Effort 


The fifth annual distribution of income 
from the Thomas H. White Trust Fund, 
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totaling approximately $13,000, is divided 
among 14 educational, health and welfare 
agencies whose projects have a bearing on 
the community’s war effort. The distribu- 
tion was announced August 8 by the Cleve- 
land Trust Company, trustee of the fund. 


These disbursements follow recommen- 
dations made by the Distribution Commit- 
tee of the Cleveland Foundation after care- 
ful consideration of the numerous requests 
for assistance. 


a, en 


May Sell Real Estate 


Under a recent New Jersey statute (Ch. 
166), a fiduciary who owns or has an ex- 
pressed or implied power of sale over real 
estate may, in the exercise of discretion, 
sell such real estate and, as an incident to 
such sale, may invest in a bond or other 
obligation secured by a purchase money 
mortgage, which shall be a first lien upon 
the real estate sold, in any amount not ex- 
ceeding 80% of the sale price. 

The same law liberalizes the require- 
ments which industrial bonds must meet 
in order to qualify as trust investments. 


Missouri’‘s 
Largest Fiduciary 


This company engages only 
in the trust business. It does 
no banking business. It ac- 
cepts no deposits. 

It administers more trust 
property than any other Mis- 
souri financial institution. 
Itis the oldest trust com- 
pany in Missouri. 

For ancillary service in 
Missouri or Southwestern 
Illinois consult 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 


Affiliated with the First National Bank 
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Will 0" the Wisp 


J. H. RADFORD 


LD Stella Van Nuys at last thought 
O it wise, 

After suffering a frightening chill, 

To borrow a pen and attempt once again 
To whip herself up a new Will. 


Poor lonely Stella had ne’er had a fella, 

Nor no children,—or so it was said—, 

No sister, no brother, no father, no 
mother, 

And her cousins, for years had been dead. 


While not up to snuff, she felt well 
enough, 

—Did Stella, the village recluse—, 

To handle a pen, as she paused now and 
then 

From a coma, to shake herself loose. 


* * * 


“T push a mean quill when I make me a 
Will,” 
Wrote Stella by way of preamble, 
“IT may have slipped some but I ain’t yet 
so dumb 
That I don’t know that life’s just a 
gamble. 


“There once was a time when a nickel or 
dime 

Meant little or nothing to me. 

By the oddest of quirks I lost the whole 
works 

In the market of ‘thirty’, A.D. 


“‘*Twixt depression and taxes, the ponies, 
the Axis, 

It’s a heck of a life that I’ve led; 

Lost my bond, lost my stock and my shirt 
is in hock, 

But, thank Heaven, I’ve not lost my 
head!’ 


“So, my favorite mortician I hereby com- 
mission 

For me this last kindness to do; 

When what’s left of this mortal shall 
enter his portal, 

From its stem my old noggin unscrew. 


“From it he’ll endeavour those gadgets 
‘to sever, 
More specifically hereafter stated, 


Which I, Stella Van Nuys, do hereby 
devise 
To my friends herein designated. 


“To a pig or an ox, which, unlike the fox, 
Has an 1.Q. subnormal, if any, 

I dedicate free, what nature gave me 
For a brain,—like she ain’t given many. 


“The mosquito or bee may have now from 
me 

The loud buzzing that pervades my noodle 

It’s just as confusing as most bugs are 
using, 

Such as June, bed, potato and doodle. 


“That the chipmunk and weasel with 
much greater ease ’ll 

Be able their wheaties to chew, 

To them I bequeath what remain of my 
teeth; 

Of them, until now, I’ve had two. 


“To the cat and owl, or such other fowl, 

As does its best snooping by night, 

I give each an eye to remember me by, 

When my soul from its chassis takes 
flight. 


“IT really suppose that a sensitive nose 
Such as I am alleged to possess, 

By popular vote would best suit a goat, 
That the better he’d smell, if not less. 


“I ponder and mull o’er the fate of my 
skull, 

Of which, me, I now must divest; 

It well merits space in some park or like 
place, 

As a site for the birdies to nest. 


“The remainder and rest, consisting at 
best, 

Of nothing I ain’t hereinbefore gave, 

Must needs be applied as fare for my 
ride 

From here, via death, to the grave. 


“WHEREFORE AND HENCE, lest I 
shortly go thence, 

I this, my Last Will, now declare; 

Being present to see,—with Yehudi and 
me, 

A certain Littleke—Man—Who—Wasw’t— 
There.” 
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War Emergency Fiduciaries 


Considerations in Framing Statute to Cover Disability to 
Act Due to Military or Other War Service 


GUY NEWHALL 


Member of Lynn, Mass., Bar; Author “Settlement of Estates in Massachusetts”; 
Legal Contributing Editor, Trusts and Estates 


MONG the problems presented by 

the war is the question of trustees 
and other fiduciaries’ being prevented 
from performing their duties because 
of war service or for some other reason 
connected with the war. No principle 
of law is more firmly established than 
that a fiduciary cannot delegate his 
authority unless the instrument under 
which he is serving expressly gives him 
such power. For many years it has 
been the custom of the writer, whenever 
a will or trust instrument provides for 
more than one trustee, to insert a clause 
to the effect that one trustee may by 
power of attorney delegate to his co- 
trustee such powers as are specified in 
the power of attorney. The conven- 
ience of such a clause is obvious. 

The question of how to reach that 
result by statute, however, is one that 
has been and is being considered by the 
legislatures of various states.* Prob- 
ably by the summer of 1943 most of the 
states will have new laws on the sub- 
ject. What should be the guiding prin- 
ciples of such legislation? 


*For highlights of laws already enacted, see 
April 1942 Trusts and Estates 429, and June, page 
624. 


Distinctions to be Observed 


HE term “fiduciary” includes, of 

course, executors, administrators, 
guardians, conservators (or whatever 
names these various fiduciaries are 
known by in the different states), and 
trustees. The first four are appointed 
by probate or other courts, and the 
problem of authorizing the court to 
permit the temporary delegation. or 
substitution of powers is not difficult. 
Trustees present more of a problem, and 
at the same time they are the fiduciaries 
with whom we are chiefly concerned. 
Some trustees are named in wills and 
are appointed by or are answerable to 
probate or other courts. Others are 
appointed under inter vivos or volun- 
tary trusts and are not the creatures of 
any court decree. Such trusts may run 
indefinitely without either the trust or 
the trustee ever appearing in court. 
Obviously some special method must be 
provided for handling this class of 
fiduciaries. 


Another distinction which must be 
considered is this. Permitting one of 
several trustees to delegate his powers 
to a co-trustee is an easier matter than 
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permitting a sole trustee to delegate 
his powers to an outsider. In my opin- 
ion the much desired element of sim- 
plicity in legislation can be more easily 
attained if this distinction is observed 
in the new laws. Another reason for 
adhering to the distinction is that the 
vast majority of actual cases will fall 
under the first class and that class pre- 
sents the least trouble. Accordingly 
in the following paragraphs I am pre- 
senting the outline of two sections of 
a proposed statute. Section 1 deals 
with the former class of cases, while 
Section 2 deals with the latter. No at- 
tempt is made to set forth a statute in 
final form for enactment, since nomen- 
clature and procedure vary so much 
from state to state; rather, the sub- 
stance of what should be covered by 
any statute is given. 


Where There Are Co-Fiduciaries 


ECTION 1. “Any one of two or 

more fiduciaries responsible to the 
courts of this Commonwealth (or State), 
who because of war service or for any 
other reason connected with the war, 
is unable to perform his duties, may by 
power of attorney delegate to one or 
more of his co-fiduciaries such powers 
as are therein specified until the termi- 
nation of his disability. Such power of 
attorney shall be under seal and ack- 
nowledged before some officer author- 
ized by the laws of this Commonwealth 
to take acknowledgments. In the case 
of a fiduciary who has qualified before 
a court of this Commonwealth the power 
of attorney shall not be effective until 
it has been filed in said court. In the 
case of a fiduciary under a written in- 
strument who has not so qualified it 
shall be filed with said instrument, and 
if said instrument is recorded in any 
court or registry of deeds the power of 
attorney shall be recorded in said court 
or registry of deeds, or one of them, 
before it becomes effective. 

“The donor of the power shall not be 
liable for the acts of his attorney. The 
power of attorney shall recite the facts 
upon which it is based, and this recital 
shall be conclusive in favor of any per- 
son or corporation acting in reliance on 
it. Upon the termination of the war 
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service or other disability of the donor 
and his return to the Commonwealth 
the power of attorney shall automatic- 
ally end, but any person who or corpor- 
ation which acts in reliance on it in 
ignorance of its termination and before 
a notice of the termination shall be 
filed or recorded where the power is 
filed or recorded shall be protected. 


“If the delegation of power as above 
outlined shall leave as the sole fiduciary 
a beneficiary of the trust, or if for 
any other reason it seems advisable, a 
court which would have jurisdiction to 
appoint a successor trustee if the donor 
of the power had died may at the re- 
quest of any party interested appoint 
a temporary co-fiduciary, (to be known 
as a war emergency fiduciary), to act 
with the remaining fiduciary during 
the interim. All existing laws as to 
the appointment, powers, duties, and 
liabilities of co-fiduciaries shall apply 
in the case of such temporary co-fiduc- 
iary. The return of the donor of the 
power and the termination of the power 
of attorney shall automatically termin- 
ate the office of the temporary co-fiduc- 
iary.” 


In the Case of a Sole Fiduciary 


ECTION 2. “If it appears, on appli- 
Se ction of a fiduciary or any party in- 
terested in an estate or trust, that the 
sole acting fiduciary has, by virtue of 
war service or for some other reason 
connected with the war, become unable 
to perform the duties of the trust, a 
court which would have jurisdiction to 
appoint a successor trustee if such dis- 
abled fiduciary had died may, after such 
notice as would be required for the 
appointment of a new fiduciary, appoint 
a war emergency fiduciary, who shall, 
while the decree is in force, exer- 
cise all the powers previously possessed 
by the fiduciary whose place he takes, 
to the exclusion of the original fiduc- 
iary. 

“All the laws relative to the appoint- 
ment, bonds, powers, duties, and liabil- 
ities of successor trustees shall apply 
to him or it. Upon the termination of 
the disability of the prior fiduciary, as 
found by the court, the prior fiduciary 
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shall be restored to full power, and the 
decree shall automatically terminate the 
office of the temporary fiduciary. The 
decree of restoration, upon the applica- 
tion of the prior fiduciary, may be made 
with or without notice.” 


Dovetails Into Existing Law 


HE statute above outlined has the 

following advantages. First, it is 
short, simple, and easy to operate. 
Second, so far as possible it avoids 
building up new laws, it merely dove- 
tailing a power of delegation into the 
existing body of probate law and prac- 
tice. Third, it avoids elaborate defini- 
tions of war service by giving complete 
discretionary power in the first class 
of cases, and in the second class mak- 
ing inability to perform the duties of 
the trust as found by the court the sole 
test. One man may be in the service 
and still be able to perform his duties, 
while another may be prevented by the 
war from performing, although he is 
not in the service. 

One form which some proposed sta- 
tutes take is to authorize a fiduciary to 
delegate his powers and duties to any- 
one whom he may select, either with or 
without the approval of the court. This 
seems both objectionable and unneces- 
sary. It is objectionable because it 
violates the fundamental fiduciary prin- 
ciple that fiduciaries are appointed 
either by the testator or settlor or by 
the court. To give a fiduciary the right 
to name his successor in a private trust 
is a wide departure from established 
practice. If it were necessary it might 
be justified on that ground, but it is 
not. In general the statute proposed 
here is designed to remedy the prob- 
lem caused by the war, which is a real 
one, with the least possible disturbance 
of recognized legal principles, and by 
utilizing as much of the existing body 
of fiduciary law and practice as can be 
done. 


Compensation and Responsibility 


HERE are certain problems which 
require further discussion. First, 
as to compensation of the substitute 
trustee. In states like Massachusetts, 
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where the rule for all fiduciaries is 
merely “reasonable compensation for 
services performed,” obviously no pro- 
vision need be made. The absent fiduc- 
iary merely drops out and the substi- 
tute steps into his shoes. In states 
where compensation is definitely fixed 
by law, presumably the new statute 
should provide that the _ substitute 
should be entitled to the same compen- 
sation that the one whose place he takes 
would have received. It might be ad- 
vantageous to add a short section to the 
statute, reading substantially as follows: 


Section 3. ‘‘A temporary co-fiduciary 
shall be entitled to the same compensa- 
tion for his services for the period dur- 
ing which he is in office as if he had 
held the office by an ordinary appoint- 
ment made in due course to fill a va- 
cancy.” 


The next question is (1) the substi- 
tute’s responsibility for prior acts of 
the disabled fiduciary, and (2) the orig- 
inal fiduciary’s responsibility (after his 
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Executors are invited to sell 


DIAMONDS 
GOLD and SILVER 


to one of Fifth Avenue’s oldest jewelers 


Executors of estates will find 
this new Brand-Chatillon service 
of material assistance in the 
quick conversion of diamonds, 
gold jewelry, and silver into 
cash. The long established 
Brand-Chatillon reputation as- 
sures accurate appraisal and the 
best possible prices—particularly 
high at the present market. 


We invite your inquiries. 


BRAND-CHATILLON 
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703 Fifth Avenue - St. Regis Hotel : New York 
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return) for the acts of the substitute. 
Here we run into the difference between 
the code state and the common law 
state. In the latter these questions 
would be answered by the judges of 
the courts—on the basis of fundamental 
principles. The code state presumably 
must specify more particularly and em- 
body those principles in the new statute. 

As to (1), on the general principles 
applicable to successor fiduciaries the 
substitute would not be directly respon- 
sible for any mis-feasance or non-feas- 
ance of the original or disabled fiduci- 
ary, but he would be responsible for 
his own breach of trust if, having 
notice of any misconduct of his prede- 
cessor, he did not use reasonable dili- 
gence to rectify it and compel reim- 
bursement or restoration. 

As to (2), any direct responsibility of 
the disabled fiduciary for the acts of 
his substitute would, if it existed, be 
based on the law of agency. As to cases 
coming under Section 1 of the proposed 
statute, the testator or creator of the 
trust was responsible for the selection 
of both co-fiduciaries, and one is merely 
turning over his duties to the other 
under the authority of a statute. Hence 
there could be no responsibility as of 
a principal for an agent. As to the Sec- 
tion 2 class of cases, the court, not the 
disabled fiduciary, appoints the substi- 
tute. Hence there cannot possibly be 
any direct responsibility imposed on the 
former for the acts of the latter. There 
would, however, be the same indirect 
responsibility as that described in the 


For broad fiduc‘ary experi- 
ence and up-to-date facilities 
— and the application of 
both for the benefit of cus- 
tomers — the Equitable is 
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preceding paragraph if the disabled 
trustee, on resuming his duties, failed 
to proceed against the substitute for 
any misconduct on his part while in 
office. Again we are confronted only 
with the ordinary responsibility of any 
successor fiduciary for the acts of his 
predecessor. 


In Event of Death 


F the disabled fiduciary dies or re- 

signs after the substitute has been 
appointed, no problem arises in what 
will undoubtedly be the great majority 
of the cases, namely, where there are 
two or more fiduciaries and one dele- 
gates his duties to the other or others. 
With the death or resignation of the 
absent fiduciary, the power of attorney, 
like a power of attorney under any 
other circumstances, would end auto- 
matically, and the court would have the 
same power and duty to fill the vacancy 
as if there had been no war. 


As to cases arising under Section 2 
of the proposed statute and those under 
Section 1 where the court has appointed 
a war emergency fiduciary, while un- 
doubtedly the courts would have the in- 
herent power to handle the situation, it 
might be wise to add a new section, 
reading substantially as follows: 


Section 4. “In any case where the 
court has appointed a war emergency 
fiduciary under the foregoing sections, 
if it appears to the court that the dis- 
abled fiduciary has died or if he resigns 
or is removed, the court may make a 
decree terminating the authority and 
office of the war emergency fiduciary. 
The vacancy caused by such death, 
resignation, or removal shall then be 
filled in the same manner as if no tem- 
porary fiduciary had been appointed.” 


May Raise Rent 


General rehabilitation of a residential 
property even though this does not include 
capital outlay for basic structural changes 
may be defined as a major capital improve- 
ment and may be the basis for an appeal 
for an increase in the maximum rent al- 
lowed under federal rent control, accord- 
ing to an interpretation recently issued by 
OPA’s rent division. 
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The Guardian Ad Litem “Racket” 
and Suggested Remedy 


The Present Situation 


by GUY NEWHALL 
Member of Lynn, Mass., Bar 


T it common knowledge that in several 

of our counties the situation in refer- 
ence to guardians ad litem in the probate 
courts, particularly in reference to trus- 
tees’ accounts, has almost. attained the 
proportions of a scandal, so that it is 
commonly referred to as the guardian 
ad litem racket. The criticism being 
made is that there has developed a prac- 
tice of gross overcharging by guardians 
ad litem, with the approval of the courts. 
Rightly or wrongly, trustees feel that un- 
less they can persuade the guardian ad 
litem to reduce his fee voluntarily they 
have no redress because the judge will 
back up the guardian ad litem, who is 
his appointee. 


Let us consider some of the problems 
inherent in the whole question of guard- 
ians ad litem. First, how shall they’ be 
appointed? In the majority of the coun- 
ties the probate judge ordinarily appoints 
the person suggested by the trustee or 
petitioner. In the counties where the 
complaints of high fees exist the judges 
ordinarily refuse suggestions from the 
petitioner’s attorney and name their own 
guardians ad litem. Either practice has 
its dangers. Under the easygoing prac- 
tice prevailing in the majority of the 
counties a trustee whose account is shaky 
might easily procure the appointment of 
a friend who would whitewash the trus- 
tee’s misdoings by a pro forma approval. 
On the other hand, where a partisan- 
minded judge refuses to accept sugges- 
tions, it might easily happen that he 
would treat the appointments as plums 
for his friends. In such cases the judge 
would naturally be sympathetic towards 
a liberal fee. One fact we must face, 
however, and that is that no rule or leg- 
islation is possible which attempts to 


Extracts from discussions at Massachusetts Bar 
Association Convention at Swampscott. 


appoint a guardian ad litem of his own 
choosing. 


Duties of Guardian 


What are or should be the duties of a 
guardian ad litem on a probate account, 
and what is his responsibility? Suppose 
he is appointed on the ninth to twelfth 
accounts of the trustee of a million dol- 
jar trust, and suppose the trustee is a 
bank, as it usually is. Should he check 
every investment made or held during 
that period? Obviously this is unthink- 
able. It would involve as to each invest- 
ment a study of general market condi- 
tions and the financial statements of the 
“articular corporation at the time the 
™vestment was made, as well as a contin- 
sting study to see if the trustee was jus- 
tified in holding it. The very state- 
ment of the question furnishes its own 
answer. It would involve enormous ex- 
pense out of all proportion to its value. 
Further, it is no reflection on the Bar 
to say that most lawyers are definitely 
not qualified to make such a study. That 
being so, obviously all that a guardian ad 
litem can be expected to do is to make a 
general examination of the investments 
to see if any of them are definitely out 
of line. This, the most important of his 
duties, he should, if competent, be able 
to do in the case of the trust above men- 
tioned in a half day at the outside, barr- 
ing exceptional circumstances. If he 
spends more than a half day in the 
ordinary case, he simply does not know 
his job. 

Should he check all the brokers’ re- 
ceipts and memoranda as to purchases 
and sales as a safeguard against fraud? 
If he does, should he also check the mar- 
ket at the same time to guard against 
collusion between the trustee and the 
broker by the giving of false vouchers? 
The form of his appointment requires 
that he check vouchers, but it seems very 
uneconomical to pay a lawyer $50 to 
$100 per hour for doing what a $25 per 
week clerk could do as well. In any 
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event it would not in the ordinary case 
take more than an hour’s time to check 
the vouchers. 


Should he check the securities? The 
form of his appointment requires that he 
do so, but it seems a waste of time in 
the case of corporate fiduciaries, con- 
sidering how frequently the bank exam- 
iners check all the securities held by the 
banks and do it much more thoroughly 
than any attorney would ever do it. It 
should also be kept in mind that the 
general assets of the bank stand as sure- 
ty for the existence of the list of assets 
set forth in the account. However, from 
what bank officials tell me from actual 
experience, it does not take a guardian 
ad litem over an hour to check the secur- 
ities in a large trust. 


The net result of the foregoing is that 
in the case of a bank trustee a lawyer 
who is competent to be appointed guard- 
ian ad litem can, in an ordinary case 
where there are no special complications, 
perform his full duty in one day’s time 
at the outside. Where the trustee is an 
individual, slightly more time may be 
required, because in the case of an indi- 
vidual trustee the checking of vouchers 
and securities is more important than in 
the case of a bank, and would probably 
take a little longer because the papers 
and accounts are not in such systematic 
order. 


A guardian’s ad litem’s responsibilities 
are commensurate with his duties as out- 
lined. The standard would be a reason- 
able man standard. This means that he 
should make the same examination that 
he as a reasonable man would make if he 
were himself interested in the remain- 
der, having in mind that he is being paid 
for his services. 


The Remedies 


by BRADLEY B. GILMAN 
Member of Worcester, Mass., Bar 


HE presentation of the problem must 
have suggested one obvious cure: 
eliminate the possibility of charging 
large fees for very little work and no 
skill. The most practical remedy would 
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seem to be a Probate Court Rule some- 
what as follows: 


Except for special reasons guardians 
ad litem shall be members of the bar 
residing or having an office in the county 
where the case is pending or in the 
county where the records of the fiduciary 
are customarily located. 

Compensation of guardians ad litem 
shall be allowed, to be paid either by 
the petitioner or out of the estate as 
the Court may order, at the rate of 
five dollars an hour for such services, 
and no higher rate shall be allowed by 
the court and no additional compensa- 
tion accepted by any guardian ad litem 
except by agreement with the person to 
be charged with such payment. 


It would seem wise to leave the selec- 
tion of the guardian ad litem entirely 
with the Probate Court. If a court finds 
it difficult to secure a good man to act, 
the fiduciary can usually suggest some 
capable attorney who will be willing to 
serve. If experience shows that the 
properly equipped men are unwilling to 
act as guardians ad litem at this rate 
of compensation, the rule can be changed 
at some later time to increase it. 


Uniform Act 


A second possible remedy for this sit- 
uation is the adoption of a portion at 
least of the Uniform Trustees’ Account- 
ing Act, of which the pertinent part is 
Section 9. This reads as follows: 


“Any beneficiary who is an infant, of 
unsound mind or otherwise legally in- 
competent, and also possible unborn or 
unascertained beneficiaries may be repre- 
sented in a testamentary trust account- 
ing by the court, or by competent living 
members of the class to which they do 
or would belong, or by a guardian ad 
litem, as the court deems best. If the 
residence of any beneficiary is unknown, 
or there is doubt as to the existence of 
one or more persons as beneficiaries, the 
court shall make such provision for ser- 
vice of notice and representation on the 
accounting as it believes proper.” 


If adopted, this change should be 
broadened so as to apply to interpre- 
tation of documents and other probate 
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matters as well as merely trustee ac- 
counting. The difficulty with this second 
remedy is that it really would not reach 
the basic evil of the present situation. 
The only way of eliminating the evil is 
to remove the incentive, namely the ex- 
orbitant fees. This the Uniform Ac- 
counting Act would not do. It has no 
bearing whatever on the compensation 
to be paid to the guardian ad litem. 


Other Cures 


Several other cures have been sug- 
gested, but they are all open to strong 
objection. Four of them are: 


1. A provision that a guardian ad 
litem must file a petition in the Probate 
Court for his fee, and after notice re- 
ceive as his fee only the amount decreed 
by the Probate Court. On this decree 
the fiduciary or any interested benefic- 
iary would have the right of appeal to 
the Supreme Judicial Court. 


2. A provision that guardians ad litem 
be replaced by some permanently ap- 
pointed official who would serve as a 
court officer on a salary paid by the coun- 
ty to represent minors and other inter- 
ests in the Probate Court. 


3. A provision that the fiduciary nom- 
inate three possible guardians ad litem 
and have the judge appoint any one of 
the three. 

4. A provision altering the terms of 
the order of appointment of the guard- 
ian ad litem so that he no longer needs 
to examine all vouchers in detail. Since 
the statute merely provides that the 
guardian shall represent the interest of 
the beneficiary, the wording of the pres- 
ent order goes beyond the mandatory 
provisions of the statute. 


The third and fourth leave the real 
evil untouched, for neither provides any 
control over the fees of the guardian ad 
litem. The second requires rather dras- 
tic changes in a number of statutes and 
seems scarcely worth trying unless the 
matter cannot be corrected by court rule. 
The first remedy provides a control of 
the guardian’s fee, but it still puts the 
Trustee in the unfortunate position of 
having to contest the decision of the 
Probate Judge. The average corporate 
fiduciary has proved unwilling to incur 
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the antagonism of the Probate Judges 
by doing this. 

The only satisfactory practical remedy 
seems to be a Probate Court Rule pro- 
viding that the fees of guardians ad 
litem be fixed at $5 an hour, or some 
similar figure. 


Sales Tax on Law Service 


Proposals for extending the sales tax, if 
adopted generally, to professional services 
of lawyers, doctors, and presumably in- 
vestment counsel, etc., have been made in 
Senate committee. It seems improbable, 
however, that this application will be made 
because of practical impossibilities of keep- 
ing track of such fees, and the comparative 
penalty it would impose on the scrupulous. 
Nor in many cases does it seem socially 
desirable, as the uses of such services 
would often be of emergency nature or un- 
avoidable and such tax would hardly be 
justified as a brake on inflation, as in the 
case of commodities competing with war 
prosecution. 
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Other Articles 


DANGERS OF DOUBLE DOMICILE 
AND DOUBLE TAXATION 


GUSTAVE SIMONS. Taxes—The Tax Magazine, 


June 1942. 


In recent years, persons of wealth have 
sought to change their domicile from a high 
tax state to a low or no tax jurisdiction. 
This article digests several cases indicating 
what “slender reeds” have been leaned 
upon by a state to establish domicile on the 
part of a citizen who tried to “escape.” 
Mr. Simons concludes that there is great 
danger of double taxation unless the tax- 
payer not only acquires a home in a new 
state and pays taxes as a resident thereof, 
and votes there, but also establishes that the 
old domicile has been effectively and com- 
pletely abandoned. Evidence of non-aban- 
donment which must be guarded against in- 
cludes retention of any property in the old 
state, maintenance of bank accounts, safe 
deposit vaults, insurance, trust funds, bus- 
iness connections, holding a directorship, 
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ete. Contributions to charities and member- 
ship in clubs or religious organizations in 
the old state are dangerous. Unless an in- 
dividual is prepared to build a completely 
new life, the safest course to follow is “to 
stay put.” 


Present Method of Taxing Trust In- 
come 


HENRY A. FENN. Yale Law Journal, May. 
This article discusses the inequity of 
present methods of taxing trust income. 
The author proposes legislation which would 
view a trust, for purposes of the income 
tax, as a group of beneficial interests rather 


than as an individual. 


When Is A Trust Not A Trust? 


ROBERT P. GOLDMAN and EVANS L. DE 
CAMP. University of Cincinnati Law 
May. 


Review. 


The history of revocable trusts in the 
Supreme Court of Ohio is traced in this 
article. The decisions on the effect of re- 
serving powers of revocation and other con- 
trol are interpreted, with consideration of 
public policy as to necessity of compliance 
with requirements for testamentary dis- 
position. Hints are offered for the drafts- 
man. 


0 


Asks Trustees to List Alien Property 


A general order designed to uncover 
alien interests in property held in this 
country under jurisdictional supervision 
has been issued by Leo T. Crowley, alien 
property custodian. The order requires of- 
ficers or persons acting under judicial su- 
pervision, such as executors, administra- 
tors, guardians, trustees, receivers and sim- 
ilar officers to file with the custodian a re- 
port of any property in which they have 
reasonable cause to believe that a desig- 
nated enemy country or a designated na- 
tional has an interest. 


Form APC-3 has been designated for the 
use of persons filing such reports. These 
forms have been distributed to 5,000 court 
clerks throughout the country and are also 
available at offices of the custodian at 
Washington, New York, Chicago and San 
Francisco. Reports must be filed at the 
custodian’s office in Washington on or be- 
fore Oct. 1. 
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Assets — Administration — Dece- 
dent’s Personal Representative and 
Widow Are Necessary Parties to 
Foreclosure Suit 


Virginia—Supreme Court of Appeals 
Rector v. Tazewell Coal & Iron Co., Ine., 20 S.E. 
(2d) 504. 


The decedent owed Tazewell Company an 
obligation secured by vendor’s lien on cer- 
tain land owned by the decedent. Tazewell 
Company instituted a suit “on behalf of 
itself and all other creditors” to sell the 
real estate, discharge the vendor’s lien, and 
deliver the balance of the proceeds of sale, 
if any, to the decedent’s heirs. The de- 
cedent’s “sole heirs and distributees” were 
made parties defendant but neither the 
decedent’s widow nor his administratrix 
was made a defendant. The trial court 
referred the matter to a commissioner to 
settle the administratrix’s accounts, ap- 
proved the commissioner’s report settling 
such accounts, and gave judgment against 
the administratrix for the unpaid obliga- 
tions owing by the decedent at the time of 
his death including the claim of Tazewell 
Company. 


HELD: 1. The court had no power to 
settle the accounts of the administratrix 
and to enter judgments against her for the 
decedent’s debts in a suit to which she was 
not a party. If the suit be deemed a gen- 
eral creditors’ suit, both the widow and the 
administratrix were necessary parties. 


2. Even though the personal claim of 
Tazewell Company was barred by the five 
year statute of limitations (Code section 
5810), the vendor could enforce its vendor’s 
lien by foreclosure suit; but, as neither the 
decedent’s widow nor his personal repre- 
sentative was made a party defendant 
thereto, all necessary parties were not be- 
fore the court to enable it to decree such 
foreclosure. 


on 


Assets — Administration — Removal 
of Fiduciary for Co-mingling Indi- 
vidual and Trust Properties 


Georgia—Supreme Court 
Perdue v. McKenzie, decided July 16, 1942. 


Will appointed defendant Executrix and 
also Trustee of a devise of real property 
for a minor beneficiary with provision for 
the application of the income from the real 
estate for the benefit of the minor. The 
party so nominated took possession of the 
land, the portion devised to the minor being 
an undivided half interest, the other por- 
tion being owned individually by the Exe- 
cutrix. She did not assent to the devise 
or make a division of the real estate. She 
conducted farming operations on this real 
estate for several years. 


HELD: 1. The person so nominated is 
accountable in a proper proceeding as Exe- 
cutrix rather than Trustee and such pro- 
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ceeding may be brought by the legal guar- 
dian of the minor. 

2. The Court of Ordinary has jurisdic- 
tion to remove the Executrix for cause. 

8. Where the Executrix used the prop- 
erty in her hands in a joint venture or part- 
nership in which she, in her individual 
right, is interested, and where she is shown 
to have held without authority, as a specu- 
lation, crops grown on these lands, the 
Trial Court was authorized to remove the 
defendant as Executrix. 


ee, 


Compensation — Forfeiture of Com- 
missions for Breach of Duty 


Virginia—Supreme Court of Appeals 
Dearing v. Walter et als., 20 S.E. (2d) 483. 


The decedent’s will authorized the exe- 
cutrix to convert his real and personal es- 
tate into cash, pay four specific legacies, 
and divide the residue among certain desig- 
nated persons subject to the dower inter- 
est of his wife (the executrix), if she sur- 
vived him. The executrix without reason- 
able excuse failed to file a statement of 
her receipts and disbursements before the 
commissioner of accounts for more than 
two years after her qualification, sought to 
establish an invalid claim of her brother 
against the estate, made false representa- 
tions in court of her receipt of money from 
this brother to secure authority to transfer 
to him property of the estate, tried to col- 
lect claims of her own against the estate 
barred by the statute of limitations, and 
attempted to secure personal credit for 
other claims barred by the statute of 
frauds. The trial court denied her com- 
missions for services as executrix. 


HELD: 1. Fiduciaries must perform 
the duties of their office with the highest 
fidelity and with the utmost good faith and 
loyalty to the estate in their charge and 
are entitled to compensation only when they 
have faithfully discharged their trust. The 
failure of a fiduciary to lay before the com- 
missioner of accounts a statement of re- 
ceipts and disbursements for any year 
within six months after its expiration does 
not result in an absolute forfeiture of com- 
missions under Code secton 5409, but such 
commissions may be allowed or refused in 
the reasonable discretion of the court under 
the circumstances of the particular case. 
The trial court was warranted in denying 
commissions to the executrix under the 
facts of this case. 
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Distribution — Agreement of Stock- 
holders That Stock Should Pass To 
Survivor Prevails Over Will 


Massachusetts—Supreme Judicial Court 
Legro v. Kelley, 1942 A.S. 1069; June 22, 1942. 


A and B were equal owners of the stock 
in a corporation. They made an agree- 
ment providing that on the death of either 
his stock should pass to the survivor, sub- 
ject to the survivor paying any debt of the 
decedent to the corporation. Also each 
agreed to make and did make a will em- 
bodying the terms of the agreement. A 
died owning no property except his shares 
of stock and owing debts both to the cor- 
poration and to outsiders. B was ready 
to pay his debt to the corporation, but 
A’s executor brought a bill in equity to 
recover the stock. 


HELD: The agreement was valid and 
the stock passed to B and did not belong 
to A’s estate. B’s title was derived from 
the agreement and was not dependent on 
the will. 


SS 


Distribution — Construction of Abso- 
lute or Restricted Interest 


Massachusetts—Supreme Judicial Court 
Frost v. Iunter, 1942 A.S. 1145; June 24, 1942. 


Testator gave all his estate to trustees 
ir trust to pay the income to X and Y for 
their lives and on their deaths the entire 
estate to go equally to A and B (two 
employees), absolutely and in fee simple, 
with the proviso that on the death of either 
the survivor should cause $15,000 to be 
paid or secured to the estate of the other 
and should then become sole owner of the 
trust. If the remainder for any reason 
failed to pass to A and B, it should go to 
Harvard College. A and B survived the 
testator, but both predeceased the survivor 
of the life tenants. A predeceased B. The 
case arose on the death of the surviving 
life tenant on a petition for instructions 
by the trustees. 


HELD: The gifts to A and B were not 
absolute, but restricted by the clause as to 
the $15,000. This meant that if either A 
or B died before the termination of the 
trust the clause as to the $15,000 became 
operative. Accordingly the trustees should 
pay $15,000 to A’s estate and transfer the 
balance to the estate of B. 
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Distribution — Construction of Will 
Available Only Where Testator’s In- 
tention Not Clear 


New Jersey—Court of Chancery 
Camden Trust Company v. Wolfe, 131 N. J. Ea. 
437 


In seeking construction of the testator’s 
will, the executor propounded two questions 
in the bill of complaint. One pertained to 
the time when the payment of income was 
to be begun by the executor, and the other 
inquired as to the proper recipients of the 
corpus. In the latter question, the com- 
plainant sought to determine whether or 
not the words employed by the testator 
were used to describe a substitutionary class 
of takers, in the event that his children, or 
any of them, died before the expiration of 
the term of the trust which he created. 

HELD: The intention of the testator 
was clearly expressed in the language used 
by him, and, therefore, there existed no 
necessity to resort to the general rules of 
construction. To place an interpretation on 
the language of the testator, other than 
that which he unambiguously expressed, 
would be to substitute or insert language 
not intended by him. “If the language is 
not ambiguous and the intention is signified 
by apt words and phraseology, there is no 
room for construction.” 


Distribution — Joint Bank Deposits 


Massachusetts—Supreme Judicial Court 
Colby v. Callahan, 1942 A.S. 1105; June 23, 1942. 


Decedent and her daughter M had two 
joint accounts, “payable to either or the 
survivor.” The question was whether they 
belonged to the estate or passed to the sur- 
vivor. The judge’s findings of fact were 
that the money belonged originally to the 
decedent; that she made all the deposits 
and withdrawals and kept the books in her 
room; that she spoke of them as her own 
both orally and in a letter; that she said 
she did not want A to have the money, but 
wanted her son G to have it; and that the 
reason they had been placed in M’s name 
was to protect them against any claim by 
decedent’s husband. 

HELD: The decree of the probate court 
that the money belonged to the estate and 
not to M should be sustained. The findings 
tended to show that it was not intended 
that M should take a beneficial interest in 
the joint accounts. (Note: There was 
nothing in the opinion to show whether or 
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not the parties signed the joint account con- 
tract cards at the bank, regarded as such 
an important factor in some of the cases.) 


ee 


Distribution — Relief by Legatee 
Against Extrinsic Fraud in Obtaining 
Decree 


California—District Court of Appeal 


Larrabee v. Tracy, 52 A.C.A. 850, 52 Cal. App. 2d 
— (June 16, 1942). 


HELD: 1) Where executor who was 
also residuary legatee lulled plaintiff, a non- 
resident, into belief that she would succeed 
to one-sixth of Rice’s estate by reason of 
being successor in interest to the named 
legatee, her mother, and then pursuant to 
statutory ten-day posted notice obtained 
construction of the will excluding plaintiff 
from participation (the interest in ques- 
tion then going to the executor as residuary 
legatee), plaintiff on ascertaining these 
facts was entitled to maintain this suit to 
set aside decree on ground of extrinsic 
fraud of executor. 

2) Irrespective of extrinsic fraud strict- 
ly speaking, executor’s failure to disclose 
to court that he had caused plaintiff to be- 
lieve she succeeded to her mother’s inter- 
est under will prior to taking ex parte de- 
cree against her, constituted fraud on court 
justifying avoidance of decree. 

3) Court by way of dictum throws 
doubt on sufficiency of posted notice in cases 
where rights of devisees and legatees under 
will are to be determined, the question be- 
ing whether this constitutes due process. 


ee 0 


Distribution — Restrictions on Be- 
quests to Charities—Whether Heirs or 
Residue Takes Failed Gifts 


California—Supreme Court 


Estate of Broad, 20 A.C. 637, 20 Cal. 2d 
(July 29, 1942). 


Broad’s will, executed three days before 
his death, gave to three charitable institu- 
tions $6,000 of a specified debt owing him. 
The residue (after certain other gifts not 
here material) he gave to twelve legatees, 
including the same three charities. Dece- 
dent left no spouse, brother, sister, de- 
scendant or ancestor but left eight nieces 
and nephews. Probate Code, Sec. 41, in- 
validates gifts to charity in wills not exe- 
cuted at least thirty days prior to testator’s 
death. 
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The question was, who took (a) the 
specific failed gift to charity and (b) the 
residuary gift to charity. As to (b), plain- 
ly the heirs took. As to (a), the question 
was whether the specific failed gift fell into 
the residue (which went to other people, 
not the nephews and nieces) or whether it 
went directly to the heirs, disregarding the 
residuary clause. 


HELD: Under Probate Code Sec. 41, the 
gifts to charity were bad in toto and the 
heirs prevailed over residuary legatees. 


ee 


Distribution — Right of Surviving 
Spouse Under New York D.E.L. §18 
to Claim Share in Inter Vivos Trust 


New York—Supreme Court, Nassau County 
Burns v. Turnbull, N. Y. L. J., August 14, 1942. 


A wife executed a trust agreement by 
which she assigned practically all her 
property to herself and an uncle as trus- 
tees, to pay the income to herself for life, 
thereafter to her daughter by her first 
marriage, with further provisions for the 
benefit of such daughter and her issue, and 
in such way as to practically exclude com- 
pletely the settlor’s husband and a child 
of her marriage with the settlor. The set- 
tlor reserved the power to remove and ap- 
point trustees, exclusive control over the 
management of the trust, and the power 
to amend or revoke. 

Shortly after the execution of the trust 
agreement, the settlor committed suicide 
and died intestate. The surviving husband 
sued individually and in his capacity as 
adminstrator of the settlor’s estate to set 
aside the trust agreement as being illusory, 
as well as on the ground that it was an 
invalid testamentary trust. The position 
of the husband was based almost entirely 
on the terms of the trust agreement itself. 


HELD: The trust agreement was in all 
respects valid and the husband had 
no right to share in the trust property. The 
Court distinguished Newman v. Dore, 275 
N. Y. 371, on the ground that while the 
trust agreements in the two cases were 
similar, there was in the instant case no 
bad faith on the part of the settlor. At the 
same time, the Court conceded that the mo- 
tive of a settlor in creating a trust of this 
kind was not the sole test. There is no dis- 
cussion in the opinion with respect to the 
possible point that since the settlor died 
intestate, there was no will against which 
to claim. Cf. Schnakenberg v. Schnaken- 
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berg, (73 Trusts and Estates 218, Aug. 
1941) and Murray v. Brooklyn Savings 
Bank (70 Trust and Estates 104, Jan. 
1940.) 


ee 


Distribution — Time of Commence- 
ment of Trust Benefits Under Inter 
Vivos Trust—Effect of Withholding 
Pending Assertion of Rights of Cred- 
itors 


California—Supreme Court 


Jacks v. Montercy County Trust d& Savings Bank, 
20 A.C. 522, ———— Cal. 2d - - (July 2, 1942). 


The decision of the District Court of Ap- 
peal in this case, 48 A.C.A. 300 (Dec. 4, 
1941), reported 74 Trusts and Estates 108 


(Jan. 1942) has been affirmed by the 
Supreme Court. 


ee  ) 


Life Tenant and Remainderman — 
Apportionment On Foreclosure Of 
Mortgage Where Salvage Operation Is 
Incomplete 


Massachusetts—Supreme Judicial Court 
Union. Trust Co. of Springfield v. Dexter, 
A.S. 1117; June 24, 1942. 


1942 


Petition by trustee for instructions as 
to proceeds of mortgage foreclosures. Ap- 
peal by a guardian ad litem from probate 
court decree. There were two different 
foreclosures, both being participations in 
split mortgages. The case was more or less 
academic because the life tenant (the testa- 
tor’s widow) had an absolute right to take 
over any part or the whole of the principal 
that she wished, but she desired to have 
only what under the rules of law she was 
entitled to as life tenant. 


The first mortgage was a participation 
of approximately % in a $40,000 mort- 
gage, the mortgage standing in the name of 
the bank. It was foreclosed in 1934 and 
bought by the bank. From 1934 to 1939, 
when it was sold, the net income was $464. 
It was sold for $2,000 cash and $35,500 
purchase money mortgage. The mortgage 
would not be a proper investment for a 
trustee. The petitioner received about % 
of the cash and about % share in the 
mortgage as trustee. 


HELD: On the authority of McKechnie 
v. Springfield, 1942 A.S. 773 (311 Mass. 
406), the salvage operation was not com- 
plete and the probate court could not au- 
thorize the trustee to sell investments of 
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the trust in order to pay the life tenant 
her share of the apportionment. Also it 
could not properly authorize the indefinite 
holding of the purchase money mortgage in 
the trust, as it was not a proper trust in- 
vestment and should be disposed of as soon 
as it reasonably could. 


The second mortgage was approximately 
a 1/7 share in a $68,000 mortgage. The 
bank entered in 1934 and operated it at a 
loss till 1939, when it foreclosed and pur- 
chased the property at foreclosure sale 
for $48,000. This left a deficiency of 
$49,000, including expenses and $20,000 in- 
terest. This deficiency was recovered from 
a guarantor of the note. The share of the 
trust was $7,600 of the cash, and approxi- 
mately a 1/7 interest in the real estate. No 
value could be fixed for the real estate, 
since its operating cost exceeded the in- 
come. The probate court decree was to 
give the life tenant $3,147, the trust’s pro- 
portionate share of the income, reimburse 
capital for $473 advanced to pay expenses, 
and credit the balance of the $7,600 to cap- 
ital. 


HELD: This was correct. No question 
of apportionment was involved, since the 
amount recovered from the guarantor was 
partly accrued interest on the note, and so 
the case stood as if there had never been 
any default. The doctrine of apportion- 
ment applies to cases where the sale of an 
unproductive investment is for one lump 
sum without distinction between capital and 
income, but containing both. In this case, 
so far as interest was received as such, the 
life tenant was entitled to it. The final ap- 
portionment between capital and income 
must wait till the salvage operation is com- 
plete and the real estate sold, since it is 
not a proper trust investment. 


1 


Powers — Limitations — Right of 
Trustee to Declaratory Relief Where 
Conflicting Claims to Trust Estate Are 
Asserted 


California—District Court of Appeal 
Security-First National Bank v. Tracy, 52 A.C.A. 
917, 52 Cal. App. 2d ———— (June 18, 1942). 


Rice conveyed real estate to plaintiff 
bank in trust to be distributed upon his 
death as he might designate by will. Rice’s 
executor procured from Probate Court a 
construction of the will that Edith Larra- 
bee, daughter of Kate Chase, a deceased 
cousin of testator, was not entitled to one- 
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sixth of the estate which the will gave to 
Kate Chase (see Larrabee v. Tracy, 52 
A.C.A. 850, reported page 193). Executor 
then demanded that trustee transfer the 
trust estate according to the court’s decree. 
Edith Larrabee demanded conveyance to 
her of a one-sixth interest, claiming the 
decree was fraudulently obtained. Trustee 
brought this suit asking adjudication of 
rights of parties and instructions as to its 
duties. Judgment for plaintiff trustee af- 
firmed. 


HELD: 1) When conflicting demands 
were made on trustee it was entitled to in- 
struction as to its duties. Adjudication 
made by Probate Court was not final except 
as to parties over whom court had juris- 
diction and to extent to which distributions 
had been made under Probate Court’s or- 
der. Trustee not being a party to those 
proceedings was not bound by Probate 
Court’s order nor estopped from seeking in 
equity an adjudication of its duties under 
the trust. As to the latter, Probate Court 
had no jurisdiction. 

2) Trial court properly allowed plaintiff 
trustee its expenses, including attorneys’ 
fees, incurred in declaratory relief suit. 


O—-—— 


Taxation — Estate & Inheritance — 
Bequest to Foreign Corporation De- 
ductible 


North Dakota—Supreme Court 
In re McKee’s Estate, 3 N. W. (2d) 797. 


The court construed the State inheritance 
tax law providing for exemption from tax 
of any legacy or devise for any charitable, 
educational, or religious purposes, or to 
or for the use of any corporation, institu- 
tion, society or association, whose sole ob- 
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ject and purpose is to carry on charitable, 
educational or religious work, and, al- 
though it did not provide that the exemp- 
tion should apply to foreign corporations, 
held that it did so apply, and sustained be- 
quests made to the National Jewish Hospi- 
tal, Methodist Episcopal Board of Foreign 
Missions, and the Michigan University Re- 
ligious Association. 


a © 


Taxation — Estate & Inheritance — 
Gift to Trustees for Charitable Pur- 


poses Exempt 


North Dakota—Supreme Court 
Re Lynch’s Estate, 4 N.W. (2d) 591. 


In affirming the trial court’s holding that 
legacies and devises to charitable institu- 
tions were exempt from the State inher- 
itance tax against the contention that the 
will gave the entire property to trustees, 
which did not come within the definition of 
society carrying on charitable, educational, 
or religious work, the Supreme Court said: 


“It is true that the property was deliver- 
ed to the trustees, but the bequests and 
legacies which are involved are not for the 
use of the trustees, but for the use of these 
charitable, educational and religious insti- 
tutions. It is the bequests which may be 
deducted, provided that they are made 
either directly to such charitable, educa- 
tional or religious associations, or to some- 
one ‘for the use’ of such institutions. The 
phrase, ‘whose sole object and purpose,’ ap- 
plies to the institution or society to whom 
the bequest is made, not to the trustees.” 


a a 


Taxation — Estate & Inheritance — 
Interest in Profits of Partnership In- 
cluded in Corpus 


Massachusetts—Supreme Judicial Court 


Anderson v. Commissioner, 1942 A.S. 1165; June 
29, 1942. 


Three large insurance partnerships had 
combined under an agreement by which the 
profits of each partnership should be paid 
to a group of trustees and distributed by 
the latter to the various partners. The 
agreement provided that on the death of a 
partner his executor could elect to become 
a partner, in which event the estate would 
be entitled to a share in the profits of the 
combine for a period of six years. One of 
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the partners died and his executor elected 
to become a partner. The question was 
whether the right to a share in the profits 
for six years was taxable as part of the 
corpus of his estate. 


HELD: It was taxable. Whatever pro- 
fits should accrue under the election passed 
to the beneficiaries under the decedent’s 
will. Hence it was a true succession with- 
in the meaning of the tax statute. The 
ease of Bull v. U. S., 295 U. S. 247, decided 
the other way, was distinguished as having 
arisen under the Federal law, which was 
different. 


en 


Taxation — Estate & Inheritance — 
Source of Payment of Tax on Inter 
Vivos Gifts 


Canada—Supreme Court 


Re Snowball, 1942 Supreme Court Reports, page 
202. 


The Supreme Court of Canada has af- 
firmed the judgment of the Court of Appeal 
for Ontario wherein it was held that upon 
the true construction of the will before the 
Court the donees of gifts inter vivos were 
not entitled to have the succession duties 
payable in respect thereof paid out of the 
deceased’s residuary estate. 


Reported by L. G@. Goodenough of Toronto 


a 


Wills — Probate — Existence of 
Guardianship Does Not Establish In- 
competency to Make Will 


California—District Court of Appeal 


Estate of Worrall, 53 A.C.A. 262, 53 Cal. App. 2d 
——— (July 1, 1942). 


Testatrix, eighty-six years old, had been 
declared incompetent and a guardian for 
her estate had been appointed some nine 
months prior to the execution of her will. 
Judgment dismissing contest of will af- 
firmed. 


HELD: Legally adjudged incompetency 
is not in itself determinative of incapacity 
to make a will. 


a 


Wills — Probate — Signature by 
Mark 


North Dakota—Supreme Court 


McKee et al v. Buck et al, 4 N. W. (2d) 652, June 
12, 1942. 


Under a statute, including a mark with- 
in the definition of a signature or subscrip- 
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tion when a person cannot write and his 
name is written near the mark by a person 
who writes his own name as a witness, it 
was intended to put a signature by mark 
on the footing of a signature by writing, 
and it was not intended to exclude other 
proof of signature by mark. Hence a will 
which was shown to be valid in all other 
respects was not rendered invalid because 
the party who wrote the testator’s name 
near his mark failed to write his own name 
as a witness, and the admission to pro- 
bate of such will by the County Court was 
proper. 


a 


Right to Change Beneficiary 
Immaterial 


In a recent decision by the Board of Tax 
Appeals (Estate of E. Doerken, CCH Dec. 
12,477), it was held that a right to change 
the beneficiary of a life insurance policy, 
reserved to the insured who was a key man 
in the beneficiary corporation which con- 
tracted and paid for the insurance, did not 
render the proceeds includible in the gross 
estate of the insured upon his death. It 
appeared that the corporation, in its books, 
had treated the insurance as an asset, from 
which the Board concluded that the insured 
was only the nominal holder of the right to 
change the beneficiary, thus not taking the 
case out of the general rule that key man 
insurance proceeds are not taxable where 
the corporate beneficiary pays all the pre- 
miums on and retains the ownership of the 
policy. 


—_—_—____——_¢q——___—__ 
Bank Loans to Executors 


There has been some discussion in the 
daily press recently on the subject of bank 
advances to executors for the purpose of 
paying death duties. The dilemma is that 
investments cannot be sold until probate is 
granted, and probate cannot be granted un- 
til death duties have been paid. This pre- 
dicament is generally overcome by borrow- 
ing from a bank, but it has been suggested 
that this course is not always practicable, 
owing to the stringent undertakings as to 
repayment required from executors. One 
instance has been mentioned in which it is 
stated that the bank concerned was not pre- 
pared to make the loan unless the executors 
would give a collective personal undertak- 
ing to effect repayment within twelve 
months. It may, however, be questioned 
whether it is at all usual for such a time 
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limit to be imposed. Bankers recognize 
that a considerable time is often necessary 
for the sale of investments in big estates, 
and at least one of the “Big Five” does 
not now impose any time limit of this sort. 
It is difficult to believe that, with outlets 
for permissible lending as restricted as they 
are at present, any unnecessary obstacles 
would be put in the way of borrowers. In 
any event, it may not be generally known 
that executors can insure against personal 
liability under indemnities given to banks 
in connection with advances for estate 
duties, and that the cost of this insurance 
can be charged to the estate. 

the Economist of sonden, July 4, 1942. 

a 


Bonds for Estate Taxes 


The new 24%% Treasury Bonds of 1962- 
67 include a provision that upon the death 
of the owner they may be redeemed at the 
option of his personal representative at 
100% and accrued interest to satisfy Fed- 
eral estate taxes. This type of issue should 
prove extremely valuable particularly for 
those who are otherwise unable to provide 
liquidity for their estates without fear of 
shrinkage from par. 


—— 
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Fidelity-Philadelphia’s Common 
Fund Doubles 


Fidelity-Philadelphia Trust Company’s 
Annual Report of its Discretionary Com- 
mon Trust Fund for the second fiscal year 
ending July 31, 1942, discloses that, at the 
close of the year, there were 1116 partici- 
pating trusts which had invested in the 
Fund a total of $10,055,830.74, which con- 
trasted with 469 trusts with an investment 
of $4,839,813.01 at the close of the first 
year. 


During the past year earnings were dis- 
tributed to the participating trusts in the 
sum of $0.35 per unit. The value of each 
unit as of July 31, 1942, was $9.36, while 
the average cost was $9.78. 


In the portfolio of the Fund, bonds repre- 
sent 65.5% of the total market value, pre- 
ferred stocks, 20.9%, and common stocks, 
13.6%. It is pointed out in the report that 
a substantial proportion of Government se- 
curities are of early or medium maturities, 
making them available for the purchase of 
longer term bonds and other securities when 
market conditions appear more favorable. 


a 0 es 


Daly Estate Not Taxable 
in New York 


New York County Surrogate James A. 
Foley, in a proceeding to determine the 
domicile of Mrs. Margaret P. Daly, widow 
of Marcus Daly, Montana copper mine 
operator, has held that Mrs. Daly never be- 
came a legal resident of New York and 
that the evidence showed that she never 
abandoned her domicile in Montana. His 
decision will cost New York State $1,950,- 
000 in estate taxes and Montana will collect 
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$1,600,000 on the $13,000,000 estate that 
Mrs. Daly left at the time of her death on 
July 14, 1941, at her home in Bitter Root 
Valley, Hamilton, Mont., at 87 years of 
age. 


At the time the will was filed for probate 
the executors, James W. Gerard and H. 
Carroll Brown, sons-in-law of the decedent, 
petitioned the court to have Mrs. Daly’s 
will admitted as that of a resident of Ham- 
ilton, Mont. The State Tax Commission 
through its attorney, Jerome M. Hirsch, 
filed an answer denying that Mrs. Daly 
had died a resident of Montana and asked 
that the question of domicile be determined 
in an estate tax proceeding. 


In the early years of residence in Mon- 
tana Marcus Daly became interested in the 
copper mining and smelting industry in 
that State. He was one of the pioneers in 
these enterprises. He developed public 
utilities there, and out of these enterprises, 
and particularly from his large copper in- 
terests, he accumulated the fortune which 
he left at his death in 1900. Prior to 1887 
he lived during part of each year at Butte 
and part at Anaconda. In that year he 
built a new house at Hamilton, Mont., which 
became the principal place of residence in 
Montana, and Mrs. Daly lived there during 
the last thirty-four years of her life. 


The State Tax Commission conceded that 
Mrs. Daly was a resident of Montana in 
1900, and asserts that by her establishment, 
shortly after her husband’s death, of places 
of residence at two successive locations in 
New York City she was domiciled in this 
State. The evidence disclosed that from 
1913 to 1917 Mrs. Daly lived during the 
Winters at a hotel in New York City, and 
that in 1916 she leased an apartment at 907 
Fifth Avenue and beginning early in 1917 
and to the time of her death she customar- 
ily spent the Winters there and the Sum- 
mers at Hamilton. 


Surrogate Foley stated that “under the 
rules applicable to the determination of 
domicile, the burden of proving a change 
from a place once established to a place in 
another State, or to a territorial subdivision 
of the same State, is placed upon the party 
who asserts the change. Since New York 
has conceded domicile of the testatrix in 
Montana in 1900, the burden of showing 
a change to our State must be borne by its 
representatives. The surrogate holds that 
New York has failed to sustain this bur- 
den.” 
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American Bar Meets In Detroit 


HE 65th annual convention of the 

American Bar Association is being 
held in Detroit the week of August 23rd. 
Characteristic of the entire program, the 
Section of Real Property, Probate and 
Trust Law features discussions on war- 
legal problems. Included among _ the 
papers and reports presented at the Sec- 
tion’s sesions are: 


At the General Sesion, Monday, 2 P.M. 


“War Damage to Property—The Eng- 
lish Experience;”’ Hon. John G. Fos- 
ter, Member of Inner Temple, Lon- 
don 


“War Damage Insurance”: Claude E. 
Hamilton, General Counsel, Recon- 
struction Finance Corporation 


‘Soldiers’ and Sailors’ Wills’: Thomas E. 
Atkinson, University of Missouri 
Law School 


At Session of Real Property Division, 
Tuesday, 9:30 A.M. 


“Effect of Government Restrictions on 
Leases”: Arad M. Riggs, Bronxville, 
N. Y. 


“The Present Mortgage Situation”: Ben- 
jamin Wham, Chicago 


At Joint Session of Probate and Trust 
Divisions, Tuesday, 9:30 A.M. 


‘Committee Reports 


Improvement of Probate Statutes: 
R. G. Patton, Minneapolis 


‘ 


Estates of Veterans: Yorick D. Ma- 
thes, Washington, D. C. 


Non-Testamentary Dispositions of 
Property Excluding Trusts: Mor- 
ton J. Barnard, Chicago. 


Status of Surviving Spouse and Right 
of Election: William C. Wiseman, 
Dayton, Ohio 


Drafting of Wills and Trusts: Ever- 
ett P. Griffin, St. Louis 


Trust and Probate Legislation: Ralph 
H. Spotts, Los Angeles 


Trust and Probate Literature: P. 
Philip Lacovara, New York City 


Trust and Probate Decisions: Russell 


D. Niles, New York City 


State and Federal Taxes: H. Herbert 
Romanoff, New York City 


“Substitute Trustee for Trustee in Ser- 
vice”: Ferris D. Stone, Detroit 


“Interim Provisions for Dependents of 
Missing Persons”: Hon. Francis D. 
McGarey, Surrogate, Kings County, 
New York 


At General Session, Tuesday, 2 P.M. 


“Federal Rent Control’: Robert W. 
Wales, Assistant General Counsel, 
O.P.A. 


“Governmental Acquisition of Land in 
Time of War”: Myres McDovgal, 
Yale University School of Law 


BAN K AND TRUST COMPANY ADVERTISEMENTS 


ALABAMA— Birmingham 
First National Bank 


‘CALIFORNIA— Los Angeles 


Security-First National Bank of Los Angeles 
85, 157 
Union Bank & Trust Co. 173 


San Francisco 


Bank of America N. T. & S. A. 42 
Wells Fargo Bank & Union Trust Co. 136 


DELAWARE— Wilmington 
Equitable Trust Co. 
Wilmington Trust Co. 


68, 186 
Inside Back Cover 


DISTRICT OF COLUMBIA—Washington 
American Security & Trust Co. 


GEORGIA— Atlanta 


Citizens & Southern National Bank 
Trust Company of Georgia 
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ILLINOIS— 


Chicago Title & Trust Co. 
First National Bank of Chicago 1 
Inside Back Cover 


Chicago 


Harris Trust & Savings Bank 


MARY LAND— Baltimore 


Maryland Trust Co. 71, 131 


MASSACHUSETTS— _ Boston 


Boston Safe Deposit & Trust Co. Back Cover 
National Shawmut Bank 124 


MICHIGAN— Detroit 


Bankers Trust Co. 
National Bank of Detroit 


MISSOURI— St. Louis 


Mercantile-Commerce Bank & Trust Co. 
St. Louis Union Trust Co. 


NEW JERSEY— 


Montclair Trust Co. 


Montclair 


Newark 


National Newark & Essex Banking Co. 
Inside Front Cover 


Plainfield 
Plainfield Trust Co. 


NEW YORK— 
Brooklyn Trust Co. 


Brooklyn 


2, Inside Front Cover 


New York 
Bank of New York 
Chase National Bank 
Central Hanover Bank & Trust Co. 
City Bank Farmers Trust Co. 
Guaranty Trust Company of New York 
Manufacturers Trust Co. 72 
Marine Midland Banks 51 
New York Trust Co. 56, 190 
Title Guarantee & Trust Co. Inside Front Covers 


Rochester 


Lincoln-Alliance Bank and Trust Co. 


OHIO— 
Fifth Third Union Trust Co. 


Cincinnati 


Cleveland 
Cleveland Trust Co. 


OREGON— Portland 
United States National Bank 
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PENNSYLVANIA— Philadelphia 


Fidelity-Philadelphia Trust Co. 48 
Girard Trust Co. 106 
Land Title Bank & Trust Co. 93, 195 
Philadelphia National Bank Back Cover 


Pittsburgh 


Fidelity Trust Co. 
Peoples-Pittsburgh Trust Co. 


Reading 
Berks County Trust Co. 


TENNESSEE— Memphis 
First National Bank 


VIRGINIA— Richmond 


First and Merchants National Bank 
Virginia Trust Co. 


CANADA— Toronto 


Guaranty Trust Co. of Canada 
Toronto General Trusts Corp. 


SERVICES FOR TRUST AND BANK 
OFFICIALS AND ATTORNEYS 


Advertising 


Purse Company 


Appraisals 


The American Appraisal Co. 
Timberland Appraisals 


Books 


Tax Publications, Inc. 


Engineers 


Sanderson & Porter 


Investment Securities 
R. W. Pressprich & Co. 


Jewelry Service 


Brand—Chatillon Corp. 





